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The Problems of a Young Profession 


The organisation of the accountancy profession in America, as 
in Australia, has just completed its fiftieth year, and it is interest- 
ing to observe that, in one important respect at least, the problems 
of the profession in the two countries are similar, though there 
are marked divergences in the manner in which those problems are 
being attacked. 

In both countries, attention has been concentrated in recent 
years on the low standard of successes in Institute examinations, 
and questions are being asked, more and more insistently, whether 
the examinations themselves are at fault or the methods of training 
examinees. 

During the past year, an important event in the history of the 
professional organisations in U.S.A. has been the merging of the 
two leading bodies of accountants into one national organisation— 
the American Institute of Accountants. Working mainly through 
ad hoc committees, that Institute has embarked on a vigorous 
programme of activities, directed towards the establishment and 
improvement of professional standards. The work of the Institute 
in such matters as the standardisation of accounting terminology 
and the encouragement of standards of practice by publications 
such as its bulletin on the verification of financial statements by 
independent public accountants, indicate that the Institute is fully 
alive to its responsibilities to its members. But it is significant that 
its latest report, issued in September last, was almost wholly con- 
cerned with the problem of entrance to the profession rather than 
with the services rendered to those who are already within the pale. 

A definite step in the direction of organisation of education for 
the profession has been taken by the recommendation of the Com- 
mittee on Education in favour of insistence on University training 
for candidates for admission to the Institute. 

The Report stated: 


“That it is the matured judgment of the Council of the 
American Institute of Accountants that, in view of the charac- 
ter of the work of public accountants and the responsibilities 
placed on them, four years of collegiate training beyond the 
high school should constitute a minimum educational require- 
ment for successful practice of professional accountancy.” 
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As from January 1, 1938, entry to the accounting profession in 
New York State is to be limited to college graduates who have done 
a four-year course in accountancy, law, finance and economics, as 
well as a liberal amount of cultural courses. 

In the 1937 Report of the Committee, it is proposed to “attempt 
to develop, formulate and present a set of standards—covering at 
least (a) courses and their content, (b) faculty personnel, (c) 
library and laboratory equipment, and (d) financial resources— 
to be used as a basis for measuring or rating the various schools 
offering professional training in accountancy.” 

Opinion in America is evidently not unanimously in favour of 
the direction in which this development is proceeding, if we may 
judge from an article by Stephen Gilman, which is reprinted in the 
June, 1937, issue of The Accounting Review, published by the 
American Accounting Association. 

Mr. Gilman thinks that the proposals which are being made 
“may bring about a complete reorganisation in public accounting 
practice. They may lead to a public accounting renaissance. They 
may, in fact, accomplish the thing that all accountants have for 
years eagerly sought—higher standards in public accounting. But 
certainly these proposals should be analysed, and they should be 
subjected to the acid test of intelligent and far-seeing considera- 
tion.” 

Accordingly analysing the proposals, he urges objections to their 
adoption. The analogy between accountancy and those other pro- 
fessions in which University training has long been customary 
fails, he thinks, on the ground that in none of those other pro- 
fessions is there the same volume of monotonous routine detail 
that is found in any accountancy practice. This work is performed 
at present by juniors, who are attracted to it by the value of the 
experience they gain in doing it—an experience which is in itself 
a valuable preparation for examinations. Would there be enough 
college graduates, he asks, for this essential work; are they fitted 
by experience, temperament and education for routine duties? 

Moreover, in spite of the fact that many college professors and 
instructors are doing work which he describes as remarkable, Mr. 
Gilman questions whether many colleges are adequately staffed by 
competent and experienced accountants. 

Finally, University training has not solved the problems of ethics, 
professional integrity and professional control in other professions, 
and as compared with other professions, accountancy, he thinks, 
“has no need to apologise, from the viewpoint of ethics, integrity, 
ability and average income,” despite the fact that the great majority 
of entrants into the profession have been non-college graduates. 

Another point of view—and one which raises problems no less 
interesting—is that of an article in the same issue of The Account- 
ing Review by R. C. Jones, who deals with the replies received to 
a questionnaire sent to all colleges and universities represented 
among the membership of the American Accounting Association. 
The questionnaire dealt with the methods and standards of instruc- 





as rm = ra atlUrettlUr 


— -?- 6895 3 


ana eo —-m 72D x. 4 


1937 THE AUSTRALIAN ACCOUNTANT 83 


tion in the various schools. (It is interesting, by the way, to observe 
that in the fifty-three schools which replied to the questionnaire, 
well over 20,000 students were registered.) 

Mr. Jones raises the question—apart from teaching methods—as 
to the true function of University teaching as applied to accoun- 
tancy. Of the large number of students in the Universities, many 
are taking a one-year course only in accounting. That being so, 
should that year’s instruction be confined—as it apparently is in 
many instances in practice—to the preparation of accounts, or 
should more emphasis be placed on the more advanced phases of 
accountancy ? 

“It is, of course, desirable,” he says, “that students should learn 
to post from special journals and to operate a voucher system, but 
it is vastly more important that all students, including those with 
only one year of accounting, should have some concept of the 
fundamental problems of valuation and income determination.” 

The examiner’s point of view is put by Norman E. Webster in 
a series of answers to questions propounded by students of accoun- 
tancy in the College of the City of New York. 

As general suggestions to candidates preparing for accountancy 
examinations, he offers this advice: 

“Study fundamentals thoroughly; get some knowledge of 
many different kinds of business and business transactions; 
consider the applications of the former to the latter; write out 
for yourself your conclusions; and then rate your own 
answers.” 

To the candidate who has consistently failed in some examination 
and is thinking of taking an easier examination, he replies that 
to do so will be to admit to himself and the world “that he is 
licked, and to go through life knowing that.” Preparation for an 
examination is part of the preparation for a life work. The candi- 
date should examine himself as to why he fails. He must himself 
overcome his nervousness, or his predisposition for superficiality 
and jumping to conclusions, he must learn to budget his time, and, 
if his educational preparation is deficient, he must complete his 
education. And finally, the best preparation for examinations in 
practical accounting is experience, in which respect the English 
system of apprenticeship would be a good system to follow. 

We have drawn freely from these expressions of opinion on 
what is unquestionably one of the outstanding problems of the 
accountancy profession to-day, whether in America, England or 
Australia. In certain respects, of course, the details of the prob- 
lem in Australia are vastly different from those in the other 
countries, and it may be that those differences are such as to render 
American experience irrelevant to the solution of the Australian 
problem. But at least the American discussions should stimulate 
interest in the situation in Australia. University courses here are 
of comparatively recent origin. So far, there has been little attempt 
to examine their relationship to the whole system of accountancy 
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training. Some students are taking University courses in prepara- 
tion for the examinations of the Institutes, some are taking Institute 
examinations before proceeding to the University courses, and 
some are preparing for both sets of examinations simultaneously, 
Such a situation is fraught with danger of duplication, not to 
mention conflict of interest—a danger which might be avoided by 
consultation between the Institutes and the Universities with a 
view either to co-operation or to agreement as to their respective 
functions as teaching and examining bodies. 


Articles in Overseas Accountancy Journals 


Overseas journals received this month include the following 
articles of interest: 


The Accountant 

July 3, 1937: Leading Article on The Valuation of Investments 
in Balance Sheets—“a fresh plea for an improvement in the 
standard of publication” in the important respect of clarif- 
cation of the basis of valuation of balance sheet items: Some 
Aspects of Rubber Companies’ and Estates’ Accounts, a paper 
by E. D. Butler: Industrial Planning, by Dr. D. J. Garden, 
the first of a series discussing the present economic structure 
and the changes which are taking place. 

July 10, 1937: Income Tax Engagements and Undiscovered 
Fraud, a leading article commenting on the Irish Free State 
case of Leech v. Stokes Brothers and Pim, in which the learned 
Judge refused to accept the proposition that there was a dis- 
tinction between the obligation upon an auditor and that upon 
an accountant: Industrial Planning, the second of the series 
of articles by Dr. Garden. 

July 17, 1937 : Industrial Planning, III: Accountancy in Relation 
to Irish Industry and Commerce, an account, by D. Tilfourd 
Boyd, of the effect of legislation in Northern Ireland on the 
demand for accountants’ services. 

July 24, 1937: Industrial Planning, IV: The Structure of 
Limited Liability Companies, a paper by F. Woolley, in the 
course of which a plea is made for the strengthening of the 
English Companies Act of 1929, particularly in regard to 
Holding Companies’ accounts, profit and loss accounts, and 
the qualifications of auditors. 

July 31, 1937: Private Arrangements with Creditors, with special 
Reference to Deeds of Arrangement, a lecture by A. H. Part- 
ridge: Industrial Planning, V. 


The Journal of Accountancy, July, 1937: Goodwill in Accountancy, 
by G. A. D. Preinreich, a well-documented discussion of 
methods of valuing Goodwill, its treatment in accounts, and 
the question of amortisation: The Accountant as a Witness, a 
short but interesting note by Harold D. Greeley. 
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The Canadian Chartered Accountant, August, 1937: The New 
Technique of Exchange Control, by F. Bradshaw Makin: 
The Conservation of the Capital Fund in the Interests of the 
Shareholders and Creditors of a Company, by C. E. Walker, 
a discussion on the provisions in this regard of the Dominion 
Companies Act 1927, and cases thereon. 


The Cost Accountant, July, 1937: Costing in the Motor Industry, 
by S. J. Wheeler: Workshop Costing on the Railway, by 
W. Beech. 


The Incorporated Accountants’ Journal, August, 1937: The Stock 
Exchange and Other Markets, a lecture by W. J. Back: Some 
Aspects of Municipal Electricity Supply Finance, by W. E. 
Foden: Practical Aspects of the Duties of Trustees, Liqui- 
dators and Receivers, a lecture by A. V. Hussey. 


Book Reviews 


Financial Audits. D. L. Trouant: American Institute Publishing 
Co., New York, January, 1937. Pp. viii + 245. Price 
$2.50. 

In 1936, the American Institute of Accountants published a 
bulletin entitled Examenation of Financial Statements by Indepen- 
dent Public Accountants, in which the auditing procedures out- 
lined in a previous Federal Reserve Board Bulletin entitled 
Verification of Financial Statements was “revised in accordance 
with current accounting thought and practice.” The purpose of 
Mr. Trouant’s book, in his own words, is “to discuss more com- 
prehensively accounting procedures and principles outlined in the 
Institute bulletin and the reasons for their adoption.” The 
bulletin itself is reprinted in full as an Appendix. 

American text-books—and particularly those published by the 
American Institute—are generally so marked by originality of 
treatment and depth of thought on the changing technique of 
accounting that it is always a matter for regret that differences 
in business practices and in accounting terminology render them 
unsuitable for use by Australian accountancy students. The 
Australian readers of the American texts are therefore usually 
those who are seeking for information on modern accountancy 
developments or those who are interested as teachers or advanced 
students in the more formal aspects of the subject. The extensive 
use made of the standard American works in the post-graduate 
courses in Australia is an evidence of their value in these respects. 
Mr. Trouant’s book fully maintains the high standard set by the 
American Institute Publishing Co. It is very well arranged, 
entirely free from “padding,” and covers the whole ground of 
auditing in a concise yet comprehensive manner, from Cash 
Audits to the Audit Report. 

Particular stress has been laid on the audit of the profit and 
loss account—an indication in itself of a changed outlook towards 
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the responsibilities of auditors—and on the importance of analysis 
of operating results and the most informative methods of present- 
ing the accounts. Chapters are included on the preparation of 
working papers, the form and content of reports, and the general 
principles of consolidated accounts. 

Mr. Trouant does not overlook the difficulties in preparing 
consolidated statements nor their limitations, but he accepts the 
view expressed in the Institute bulletin that “it has been rather 
generally accepted that the position and earnings of a parent 
company and its subsidiaries as a whole usually can best be pre- 
sented by means of consolidated statements showing the combined 
position and operations of the group.” His chapter on this 
subject is of particular interest at the present juncture in Victoria, 
where a controversy appears to be developing on a subject on 
which authoritative opinion in America as well as in England has 
evidently long since reached agreement. 

A. A. FITZGERALD. 


Stabilized Accounting. H. W. Sweeney: Harper & Brothers, 
New York, June, 1936. Pp. xiii + 219. Price $3.00. 

Not long ago, the present reviewer heard a company secre- 
tary—a public accountant—present a balance-sheet to the directors 
with the comment: “There are the figures, gentlemen, and figures 
cannot lie!” Statisticians know better, hence their use of index- 
numbers. And so does Mr. Sweeney, who believes evidently 
that not only do accounting figures sometimes lie, but that they 
are inveterate and consummate liars, for the reason that they are 
expressed in terms of money units. “The truthfulness of account- 
ing depends largely upon the truthfulness of the dollar—and the 
dollar is a liar! For it says one thing and means another.” On 
the evidence of Snvder’s Index-Number Series of the General 
Price Level in the United States (which he quotes for the period 
from 1860 to February, 1936) the dollar stands convicted. For 
the annual charge in the general index averaged 5% from shortly 
after the end of the world war to the end of 1935. And a change 
of 5%, as Mr. Sweeney points out, may mean the difference be- 
tween a substantial profit and none at all. 

Because it does not reflect the changes in the general level of 
prices, Mr. Sweeney thinks that orthodox accounting is irrelevant, 
mathematically unsound, and incomplete. He proposes, therefore, 
that by applying a reliable index-number series to accounting 
data, accounting statements should be “stabilized” so as to reflect 
money’s worth in place of variable values in terms of purchasing 
power. 

The application of the theory and technique of stabilization is 
explained by fully worked examples of the adjustments required 
in the accounts of a public utility, a woollen mill, and a merchant, 
and the concluding chapter of the book is devoted to answering 
objections to the general adoption of stabilized accounting. His 
examination of these objections is convincing, though he observes 
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that, “regrettably, many of the objections appear to arise from 
mere unwillingness to change old ways of looking at accounting.” 
One objection which would probably be urged with some force 
in Australia would be the difficulty of obtaining accurate indexes 


of general prices—as witness the controversies over the index 
numbers used by Australian Arbitration Courts. 

Probably, when all is said and done, the natural conservatism 
of accountants will indefinitely postpone the time when variations 
in price levels will be brought to account in accounting data. 
Indeed, it seems to us that the technique of monetary management 
has developed so rapidly as a result of the lessons learnt during 
the depression that it is likely that relative stability of price levels 
will be achieved before the accountancy profession adopts a 
method of accounting for changes in price levels. 

But, as Professor R. B. Kester says in an introduction to the 
volume, Mr. Sweeney’s “treatment of the problem is stimulating 
and will do much to break down that complacency of faith in 
figure facts which is too often a mental characteristic of the 
accountant and business executive.” 





A. A. FITZGERALD. 


New Regulations for Members of Australian 
Stock Exchanges 


BRISBANE 
ComMPULsorRY AUDIT FOR MEMBERS 


To protect persons dealing with members of the Brisbane Stock 
Exchange, the Rules of that Exchange have recently been amended 
by the addition of a new Rule 135A, as follows: 

AUDITS 

135A. The accounts of each member shall be audited annually 
within one month after the close of such member’s financial year, 
and also upon such other occasions during each financial year as 
may be fixed or approved of b:- the Committee. The auditor or 
auditors for the time being appointed or approved by the Com- 
mittee with the approval of the Auditor-General of Queensland 
for the purpose of auditing the accounts of a member shall audit 
the accounts of such member in such manner as he may be directed 
by the Committee to do and so as to effect so far as possible a 
complete audit of such accounts and so as to disclose the true 
financial position of such member. Such auditor shall report to 
the Committee on the occasion of each audit the result of his andit 
in such form as the Committee may from time to time prescribe, 
and shall give to the Committee such further particulars and such 
information as the Committee may from time to time require. 
The cost of each such audit shall be paid by the members whose 
accounts are audited. 
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Each member shall upon being requested so to do by the auditor 
immediately make available for the inspection of the auditor all 
books, papers, accounts, documents, records and securities, and 
give to the auditor all such information and explanations as he 
may require. 

Each member shall upon being requested so to do by the Com- 
mittee or by any person authorised by the Committee immediately 
give to the Committee or to such person all such information and 
explanations concerning his affairs as a member of the Brisbane 
Stock Exchange, and his financial position and his dealings with 
any other member, client, agent or any other person as he is 
requested to do. 

If the Committee is satisfied that any member has: 


Failed to keep all such books, accounts and records as 
he is required by the Rules to do; or 

Failed to keep all such books, accounts and records as 
to disclose his true financial position ; or 

Failed to keep his books, accounts and records in such 
a manner as to disclose his true financial position; or 
Failed to enter in the books, accounts and records kept 
by him full and true particulars of all his transactions 
and dealings as a member of the Brisbane Stock 
Exchange; or 

Failed to supply to the auditor immediately upon request 
any books, papers, accounts, records, documents or secutri- 
ties reasonably requested by the auditor; or 

Failed to give to the auditor immediately upon request 
any information or explanations reasonably requested 
by the auditor; or 

Failed to give to the Committee or to any person author- 
ised by the Committee immediately upon request any 
information or explanations concerning his affairs as a 
member of the Brisbane Stock Exchange or his financial 
position or his dealings with any other member, client, 
agent or other person requested by the Committee or 
such person; or 

Failed to pay and account to any person for any moneys 
or securities belonging to or entrusted by or for such 
person to such member, or if any audit by the auditor 
or any report of the auditor to the Committee discloses 
any failure to pay to any person or any failure to account 
to any person for any moneys or securities belonging to 
or entrusted by or for such person to such member, or 
any loss of or deficiency in moneys or securities belong- 
ing to any client of such member, and the Committee is 
satisfied that such audit is accurate or such report is 
true; or 

Failed without undue delay and in any event within one 
calendar month after receiving any transfer scrip or 
other papers (unless with the approval in writing of the 
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person entitled thereto or of the Committee obtained 
during the period hereby fixed for these purposes) to 
send or deliver the same to the person entitled thereto, 
or if any such paper requires the signature or signatures 
of any person or persons or requires registration to 
obtain such signature or signatures and to send the same 
for registration ; 

Such member shall for the purposes of Rule 135 be 
conclusively deemed to have been guilty of conduct 
which might prove injurious to the interests of the 
Exchange. 

The term “auditor” whenever used in this Rule shall mean and 
include any accountant or accountants from time to time or for the 
time being appointed or approved by the Committee with the 
approval of the Auditor-General for the purpose of auditing the 
accounts of any member. 

The term “financial year” whenever used in this Rule shall mean 
the period from the first day of July in any year to the thirtieth 
day of June in the year following or such other period in lieu 
thereof as in the case of any member may be approved by the 
Committee. 

In a circular issued by the Secretary, members of the Exchange 
were instructed to appoint an auditor and notify the Secretary of 
such auditor’s name. The Committee will then advise whether 
such auditor has been approved by them; if so, the Committee will 
submit the name of the auditor to the State Auditor-General for 
his approval. On such approval being given the Secretary will 
advise the member, and the audit is then to commence forthwith. 

(Although the arrangement has no statutory force, the approval 
of the auditor by the Auditor-General was agreed to by the Premier 
at the request of the Committee of the Brisbane Stock Exchange.) 

The Secretary’s circular to members also stated: 

“You are required to submit to the Auditor, Balance Sheet 
and Profit and Loss Account as at June 30, 1937, together 
with Statement of Accounts as at July 31, 1937. 

“You will then procure the auditor’s signature to the 
attached certificate, or such modification as the auditor may 
deem advisable, and forward same to me immediately on 
completion of the audit.” 


Very few, if any, of the members of the Exchange have hereto- 
fore had their accounts audited. A complete audit of the accounts 
of every member for the year ended June 30 last—particularly 
of the due delivery of every stock or share sold by a broker—would 
now be a matter of great difficulty. Apparently the Committee 
of the Exchange compromised by taking June 30, 1937, as the 
commencing point and having the accounts of each member 
audited for the month of July, the auditor to report the result of 
such audit as soon thereafter as possible. 

The form of audit certificate forwarded by the Secretary to the 
members of the Brisbane Stock Exchange runs thus: 
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“Certificate 
“PURSUANT to the Rules of the Brisbane Stock Exchange, 
I have examined the Accounts and the whole of the contract 
Se EE Dv ecaccuccnasecncbhwseneesesuanede for 
Be EC ackcdiedsecdcnweenuiadectesedeeeen and have 
received all information required by me. 

“IT am of the opinion that all securities purchased for 
delivery to clients have been accounted for and no unreason- 
able delays have occurred in delivering such securities, 
Prompt settlements have been made in respect of all securities 
delivered and sold for clients, and securities held for safe 
custody have been verified by me. 

“I am further of the opinion that no trading losses or 
financial circumstances have occurred of a nature to cause 
GURNEE GURPUROEINONE BO... 2.22. ccc ccccsescceseseses in 
the carrying on of his business. 


Auditor. 


MELBOURNE 
The Melbourne Stock Exchange has also recently amended its 


rules and regulations to provide for audit of members’ books and 
accounts on the notification of the Committee and to ensure that 
the books and records shall be so kept as to facilitate the audit. 


Rule 4, as amended on August 30, 1937, contains the following 


clauses: 


4. (c) Without affecting the generality of sub-clause (b) above, 
the Committee may make regulations requiring members 
to keep such books of account and records and in such 
general form as the Committee may from time to time 
determine, such books of account and records to be kept 
written up to date at all times and requiring members to 
prepare a balance sheet at least once in every twelve 
months in such form (if any) as prescribed. 

Without affecting the generality of sub-clause (b) above, 
the Committee may make regulations requiring any mem- 
ber or members at any time (to be notified in each case 
by the Committee) to supply to the Chairman, a certificate 
of audit and report by a practising member of the Insti- 
tute of Chartered Accountants in Australia, who may be 
appointed by the Committee, in such form and within 
such time and dealing with such financial matters as may 
be prescribed by the Committee in such regulation or 
specified by them in any particular case. 

The Chairman may, upon receipt of any auditor’s 
report which he considers discloses such information as 
to warrant further investigation of a member’s affairs, 
require the member to furnish such further information 
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as the Chairman may deem desirable, or may obtain the 
same from such auditor or from any other source. This 
rule shall be sufficient authority from such member to 
any person or corporation to supply such information. 
The Chairman may, at his discretion, report to the Com- 
mittee all or any information concerning the affairs of a 
member. The powers herein vested in the Chairman may 
at any time be exercised by the Committee. 

(Rule 4 (b) gives the Committee a general power to make 
regulations respecting the mode and conditions in and subject to 
which business shall be transacted between members or between 
members and their principals. ) 

In pursuance of these powers, the Committee has made the 
following Regulations: 


32. Members’ Books of Account and Records——Members shall 
keep books and records for the purpose of recording their transac- 
tions in a form that will enable an auditor to supply the information 
required by Regulation No. 33 relating to the audit of members’ 
books. 

The Committee regard the following books and records as 
sufficient for the purposes of this Regulation: 


1. Bought and Sold Book, in which must be recorded the 
name of the buyer and seller respectively, of every transac- 
tion. 

2. Receipt Book, acknowledging receipt of securities from 
clients for sale or for safe custody. 

(Note: When printing Receipt Book, make provision 
for receipt to show name in which particular securities are 
registered by the company.) 

3. Cash Book, in which must be entered every amount paid 

or received. 

Journal. 

Scrip Register, in which shall be entered all securities 

coming into the office, and showing the disposal of same. 

6. Ledger or Ledgers showing transactions— 

(a) With clients. 

(b) With brokers. 

(c) In respect of nominal or private accounts. 


33. Audit of Members’ Books—When notified by the Com- 
mittee, members are required, within the time specified in such 
notification, to supply through their auditors, to the Chairman, a 
certificate of audit and report from a practising member of the 
Institute of Chartered Accountants in Australia, who may be 
appointed by the Committee. The certificate and report shall deal 
with the following financial matters: 

1. Balance date. 

2. Have all books and records required for the purposes of 
this certificate been regularly and properly kept? 
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Were all securities held for safe custody examined? 
Have any securities held for safe custody been pledged in 
any way? 

If clients are financed, does the market value of the securi- 

ties held cover the amount of the advance in each case? 
Were all securities lodged by clients for sale and securities 
purchased for clients and paid for by them held unencum- 
bered? 

7. Did the market value of assets (excluding value of seat), 
as shown by the books, exceed the member’s commitments 
at the balance date? 

8. Were the assets taken into account readily realisable? 

9. Does the statement of assets include private assets not 
usually included with business assets ? 

10. Are there any contingent liabilities, and if so, of what 
amount ? 
(Note: Under this heading, a full report must be fur- 
nished of any over-sold position. ) 
11. Are there any other matters or circumstances which, in the 
auditor's opinion, affect the financial position of the member? 
12. Has all necessary information been available to enable this 
certificate to be given? 


Qn wm PY 


Correspondence 


THE SCIENCE OF MANAGEMENT 
The Editor, The Australian Accountant 


Dear Sir,—I read with interest the remarks of Mr. L. W. Chant 
on the subject of “Science and Management,” and I agree that 
the subject-matter published in the June issue was treated rather 
superficially. An adequate treatment of the Science and Manage- 
ment would demand a great deal more space than our Editor may 
be prepared to concede. 

The book, Jndustrial Psychology, quoted by Mr. Chant, is cer- 
tainly a good one, and is easy to read; but there are many volumes 
obtainable to-day on “Scientific Management,” “Industrial Psy- 
chology,” and kindred subjects. 

They are published in America, Great Britain, Germany, and 
even Russia. 

The subject of “Industrial Psychology” was briefly explained 
by me in an article published in the Federal Accountant for Feb- 
ruary, 1931. One phase of this subject alone—the cause and 
elimination of industrial fatigue—is worthy of extensive treatment. 
Yet there are many other equally important aspects. 

Unfortunately, many executives are lacking in the knowledge 
of these subjects, while, on the other hand, many subordinate men 
possessing the desired knowledge, are unable to apply their learn- 
ing. 
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I should be glad to hear further from Mr. Chant, with a view 
to personal acquaintance. 
Yours faithfully, 
J. W. H. Jackson. 
Melbourne, August 29, 1937. 


ACCOUNTING TERMINOLOGY 
The Editor, The Australian Accountant 

Dear Sir,—In the June issue of The Cost Accountant (Eng.), 
reference is made to the preference of the word “overhead” to 
that of ““oncost” as being more in keeping with the trend of modern 
cost accounting phraseology. Further comments made are that 
“when a recognised body, such as the Institute of Cost and Works 
Accountants, uses the word ‘overhead’ throughout the whole of 
its examination literature to the exclusion of the word ‘oncost,’ it 
may reasonably be assumed that some very definite consideration 
has been given to the point.” 

Considering the interest evoked at the Australasian Congress on 
Accounting, 1936, by Mr. Fitzgerald’s paper on “Accounting 
Terminology,” the list of 278 recognised cost accounting terms 
issued by the authority of the Council of the Institute of Cost and 
Works Accountants (Eng.) is impressive. Some of the more 
important of these definitions are appended. 

Yours faithfully, 
G. O. Goopwin. 

Adelaide, 19/8/37. 


EXTRACTS FROM THE List OF DEFINITIONS ISSUED BY THE 
AUTHORITY OF THE CouNCIL oF THE INSTITUTE oF CosT 
AND Works ACCOUNTANTS 
(From “The Cost Accountant,” March, 1937) 

Costing 
Comprises the following: 

(a) The allocation of expenditure to cost accounts relating 
to services, production centres, and departments ; 

(b) the assembly and classification of records relating to 
output, operations, processes, and to the use of facilities; 

(c) the determination of actual and standard costs of pro- 
ducts, orders, jobs and other cost units by means of the 
above information; 

(d) the investigation, measurement and explanation of dif- 
ferences between actual and standard costs and perfor- 
mances ; 

(e) the examination of schemes and proposals from the 
standpoint of cost, and of their probable effect upon sales, 
selling prices, profits, and working conditions; 

({) the presentation of such information in a lucid and con- 

venient form; 








SEPT. 














































THE AUSTRALIAN ACCOUNTANT 





(zg) the interpretation and explanation of all cost records, 
information and results in terms most suitable for the 
control and administration of the business concerned. 

Cost : 
The value in terms of money of the efforts, utilities, risks and & 
abstinences which comprise Real Cost. 


Cost, Real 

The efforts expended, the utilities consumed, the risks incurred [ 
and the abstinence endured in providing a commodity or service, § 
expressed as such instead of in terms of their money value. 


Conversion Cost 


The cost of converting raw materials into prepared materials 
or finished products, exclusive of the cost of raw materials. 


Process Costing 
A method of costing applied to manufacture carried on by pro- 
cesses which have one or more of the following features: ' 
(a) That the product of one process becomes the material of a | 
subsequent process. 
(b) That different products (including by-products) are pro- Pe 
duced simultaneously at the same process. 
(c) That products (ultimately differing only in shape or form) 





are not distinguishable one from another during one or re 
more of the processes of the series to complete the manu- = 
facture. ) 
Guarantee Pay use 
The amount by which the earnings of an individual (who has “Tj 
been employed on a system of payment by results for a period of y. 
a week or less) fall short of the value of that period calculated at basi 
his time rate, where it is the recognised practice to guarantee time simi 
rate. wor 
Overhead con 
The cost of indirect material, indirect labour and indirect expense. 
Overhead may be subdivided into: 
(a) Production Overhead. 
(b) Selling Overhead. A 
(c) Distribution Overhead. tion 
(d) Administration Overhead. 193€ 
The component items of Overhead having been assembled under lee ( 
the above headings, the totals are then distributed in such a manner for < 
as will ensure their recovery in equitable proportions through each It 
individual cost unit. of tl 
Overheads are sometimes referred to as: Burden, Oncost, an 0 
Establishment Charge, General Expense, and Indirect Expense. to th 
senta 


(a) Production Overhead (also referred to as Factory Over- 
head and Works Overhead). anon 
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All indirect expenditure incurred by the factory from the 

receipt of the raw material until the finished product is 

placed in the warehouse ready for despatch. 

Selling Overhead. 

Includes all expenditure incurred in soliciting and secur- 
ing orders, including advertising and publicity, also in the 
offices in corresponding with customers, in receiving and 
putting forward orders, in invoicing, in crediting returns, 
and in keeping sales ledgers. 

(c) Distribution Overhead. 

Expenditure incurred on the product and its containers 
from the time it is placed in the warehouse ready for 
despatch until it reaches its final destination, including all 
outward transport, inward transport of returned empties, 
etc., cost of maintaining outlying sales depots, and the 
receipt, handling and reconditioning of returned empty 
packages. 

(d) Administration Overhead. 

Expenditure incurred in formulating, directing and con- 

trolling the policy, organisation and operations of a business. 


(b 


— 


Perpetual Inventory 

A method of recording Store balances after every receipt and 
issue, to facilitate regular checking with quantities actually in store 
and thereby obviate closing down for stocktaking. 
Swarf (Scrap Material) 

Material, raw or manufactured, residual or other, which is 
useless for its original purpose. 


“Time and Lime” 


A term applied to contracts placed on the basis of cost. This 
basis was originally employed in connection with bricklaying and 
similar work, but its use was extended to various kinds of contract 
work during the Great War. Sometimes referred to as “Cost-plus 
contracts.” 


REGISTRATION AS TAX AGENT IN SOUTH 
AUSTRALIA 

A South Australian reader draws attention to a peculiar situa- 
tion arising out of Section 254 of the Income Tax Assessment Act 
1936, under which registration of tax agents is provided for. A 
fee of £1/1/- is payable on application, but there is no provision 
for a refund in the event of the application not being granted. 

It is understood that for a short period after the commencement 
of the Act, fees were refunded to unsuccessful applications, but 
an opinion was subsequently obtained from the Crown Solicitor 
to the effect that there was no power to make a refund. Repre- 
sentations are now being made with a view to the removal of the 
anomaly. 
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Taxation Section 
Edited by J. A. L. GuNN, F.I.c.a. 


THE POWER TO TAX 

“The power to tax is the one great power upon which the whole 
national fabric is based. It is as necessary to the existence and 
prosperity of a nation as is the air he breathes to the natural man. 
It is not only the power to destroy, but the power to keep alive.” 
The above is an extract from the judgment of the Supreme Court 
of the United States in Nichols v. Ames, 173 W.S. 509. 

In the past few years the Australian Courts have delivered some 
important judgments concerning the territorial competence of the 
Commonwealth and States to impose taxes. 

The basic essential to the validity of enactments is that the par- 
ticular legislation must be for the peace, order and good govern- 
ment of the State. 

In order to establish that a tax affecting an individual, natural 
or juristic, is for the peace, order and good government of the 





State, there must be a nexus between that individual and the State § 


based on a personal relationship, such as physical presence, resi- 
dence, domicile or the carrying on of business in the territory; or 
on a proprietary relationship, such as ownership or having a bene- 
ficial interest in property within the territory or having an income 
from a source or making a contract there—Barcelo v. Electrolytic 
Zinc Corpn. of Australia Ltd. (1932) 48 C.L.R. 391, at p. 409. 

In Commissioner of Stamp Duties (N.S.W.) v. Millar (1932) 
48 C.L.R. 618, the High Court, by a majority decision, held that 
the provisions of S. 103 (1) (b) of the N.S.W. Stamp Duties Act 
1920-1924, which, for the payment of death duty, purported to 
authorise the inclusion in the dutiable estate of a person, dying 
resident and domiciled out of New South Wales, of shares held by 
him in a company incorporated out of and having no share register 
within that State, but which carried on the business of mining 
within the State, were in excess of the powers of the Legislature of 
New South Wales. 

Millar’s Case established that where the personal relationship 
exists, the State is virtually at large in regard to the scope of its 
taxation. As Ferguson J. pointed out in Sixsmith v. C. of T. 
(N.S.W.) (1928) 28 S.R. 456, the State, in imposing taxation, 
may make the payment or amount of the tax contingent upon any 
event or circumstance which it chooses to indicate. “I can see 
nothing, for example, to prevent it, if it were so minded, from 
enacting that any specified resident of the State should pay a tax 
based upon the salary of the President of the French Republic.” 

Where the proprietary relationship alone is present, prima facie 
the jurisdiction must be limited in its application to that property 
only which is within the territory or to beneficial interests in it. 
The reason for the decision in Millar’s Case is explained in the 
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following extract from the judgment of Rich, Dixon and McTier- 
nan JJ., at pp. 632-3: 


“As a shareholder the deceased had no property, legal or equitable, in the 
assets of the company (Macaura v. Northern Assurance Co. (1925) A.C, 
619). The shares held by him considered as property were not situated in 
New South Wales. A shareholder is not a principal acting by the company 
as his agent. The existence in New South Wales of a business conducted 
by the company does not make the shareholder a person who has by his 
representative come under the legislative jurisdiction of the State. Let it 
be assumed that, in so far as the shareholder obtains an actual advantage 
from the possession by the company of property in New South Wales, that 
advantage may be taxed by the State. It may be the case that the Legis- 
lature can disregard the legal character of the relation between the assets 
of the company and the shareholders, and can fasten upon the actual benefit 
or economic advantage which the shareholder derives from property situated 
in or operations conducted in the State. But the subject of taxation selected 
by the present enactment is not this advantage or benefit. The subject is 
the entire value of the share. The business in New South Wales of the 
company may be a small part of its whole undertaking. It may be a source 
of little profit, or, indeed, of continual loss. The operations in New South 
Wales may not account at all for any of the value contained in the share. 
What the Legislature fastens upon as the subject of taxation is the share, 
not the economic advantage derived by the connection with New South 
Wales. It does not supply the measure, the quantum, of tax by reference 
to the share and impose the tax so measured upon some act occurring or 
thing situate within its jurisdiction. It assumes to tax the share as 
property out of the jurisdiction, but does so because of the existence of the 
company’s business within the jurisdiction. In doing so, it adopts a con- 
nection which is too remote to entitle its enactment to the description a 
law ‘for the peace, welfare, and good government of New South Wales’— 
S. 5 of the Constitution Act 1902. Or, to state the matter in another way, 
although some connection between the shareholder and New South Wales 
may be discovered in the existence there of part of the company’s under- 
taking, the enactment goes beyond legislating in respect of that connection. 
It does not seem possible to construe the provision so as at once to confine 
it within the ambit of the power of the State Legislature and to include the 
facts of the present case within its operation.” 


Thus emerge the three heads of taxation—the person, the 
property and the economic advantage. 

Where the personal relationship to the State exists, residence 
by persons, natural or artificial, or carrying on business within the 
territory, renders them liable to taxation in any form—Australasian 
Scale Co. Ltd. v. C. of T. (Qld.) (1935) 53 C.L.R. 534, at p. 556, 
and in such cases taxation may extend to things beyond the territory 
—A.G. v. Australian Agricultural Co. (1934) 34 S.R. (N.S.W.) 
571, at p. 578. Thus property outside Australia, the subject of a 
gift inter vivos by a person domiciled in Australia within one year 
of his death was held by the High Court to form part of his dutiable 
estate, and that S. 8 (4) of the Estate Duty Assessment Act 1914- 
1928 did not transcend the territorial competence of the Common- 
wealth Parliament. The fact of domicile in Australia was regarded 
as undoubtedly sufficient to provide a territorial basis for Federal 
legislation in respect not only of movables owned by the deceased 
at the time of his death, but also of other movables which he had 
owned within a year of his death—Trustees, Executors and Agency 


Co. Ltd. v. F.C. of T. (1933) 49 C.L.R. 220. 
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The test laid down in Millar’s Case, namely, whether the pro- 
vision can be described as an enactment for the peace, order and 
good government of the territory for which it is enacted, was 
applied in order to uphold the taxing power in Trustees, Executors 
and Agency Case, supra. In the course of his judgment, Evatt J. 
said: “The correct general principle is, I have always considered, 
that applied, not obscurely, in Ashbury v. Ellis (1893) A.C. 333, 


viz., whether the law in question can be truly described as being § 


for the peace, order and good government of the Dominion con- 
cerned. . . . Fortunately, the recent decision of the Judicial 
Committee in Croft v. Dunphy (1933) A.C. 156 . . . should 


settle most doubts upon the subject, and will result in confining to § 


a very small compass indeed the supposed territorial restrictions 
upon the legislative powers of the seven Parliaments of Australia. 
The judgment of Lord Macmillan affirms the broad principle that 
the powers possessed are to be treated as analogous to those ofa 
‘fully sovereign State’ so long as they answer the description of 
laws for the peace, order and good government of the constitu- 
tional unit in question either generally or, in the appropriate case, 
in respect of subject matters specified in the controlling constitu- 
tion.” His Honour added that if the law in question does not bear 


any relation whatever to the Dominion, the Courts must say 90 § 


and declare the law void. If it bears any real or substantial relation, 


then it is a law for the peace, order and good government of the 
Dominion. : 


The foregoing general principles are clearly set forth in the 
db », 


following extract from the judgment of Dixon J. in the recent case § 
of Broken Hill South Ltd. v. C. of T. (N.S.W.) (1937) 1 A.LTR.E 
106: “The power to make laws for the peace, order and good § 





government of a State does not enable the State Parliament to 
impose by reference to some act, matter, or thing occurring out- 
side the State a liability upon a person unconnected with the State, § 
whether by domicile, residence or otherwise. But it is within the 
competence of the State Legislature to make any fact, circumstance, 
occurrence or thing in or connected with the territory the occasion f 
of the imposition upon any person concerned therein of a liability 
to taxation or of any other liability. It is also within the competence 
of the Legislature to base the imposition of liability on no more 
than the relation of the person to the territory. The relation may 
consist in presence within the territory, residence, domicile, carry- 
ing on business there, or even remoter connections. . . . It is of 
no importance upon the question of validity, that the liability 
imposed is, or may be, altogether disproportionate to the terr- 
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torial connection, or that it includes many cases that cannot have 


’ 


been foreseen,” at p. 128. E 

Let us now examine some of the “facts, circumstances, occur- 
rences and things” which the Commonwealth and State Parlia- 
ments have made the occasion of the imposition of a liability to 
income tax. 
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ie pro- Ex-Australian Income Derived by Residents 
. and Section 25 (1) of the Commonwealth Act provides that the 
d, was 


assessable income of a taxpayer shall include, where the taxpayer 


ohare is a resident, the gross income derived directly or indirectly from 
vatt J. all sources, whether in or out of Australia, which is not exempt 
= income. As to exempt ex-Australian income, see S. 23 (q). The 
-- 339, power to tax residents in respect of ex-Australian income has been 
» being clearly established by the above-mentioned decisions. 

n con- j 

udicial Interest Paid by Companies to Non-residents 

should 4 In Colonial Gas Association Ltd. v. F.C. of T. (1934) 51 C.L.R. 


ung to 172, the High Court upheld a Commonwealth income tax imposed 


ictions i upon interest paid or credited to persons who were not residents 
stralia. Hof Australia on money raised by debentures of a company and 
le that used in Australia. The tax was imposed upon the company, and 
ce es the Act included a provision purporting to entitle the company to 
wate deduct the amount paid in tax from the interest payable to the 
nstitu- BE absentee debenture-holders. The tax was payable in respect of 
€ cast, BH the whole amount of interest, irrespective of whether or not the 
ry S interest paid was derived from Australia; but it was held that the 
OT DC 24 





® Act, upon its true construction, imposed the tax only upon com- 
sav SO i ° : ° oe 5 ° e ; a i a8 
say 50 panies which derived assessable income from sources in Australia. 


‘lation, The connection with Australia thus consisted in the facts that the 











of the company derived income from sources in Australia, and that the 
; = money upon which interest was paid was used in Australia. For 
in the B present position of the Commonwealth law, see S. 125 of the 1936 
nt case BP Act, 
LTR. = Dividends Derived by Non-residents 
1 good i Section 44 (1) of the Commonwealth Act provides that the 
<r assessable income of a shareholder in a company shall, if he is a 
State I non-resident, include dividends paid to him by the company to the 
hin the extent to which they are paid out of profits derived by it from 
aaah sources in Australia. Here the Legislature has fastened upon the 
aan actual benefit or economic advantage which the shareholder derives 
‘ability from property situated in or operations conducted in the State 
poe see the extract from the High Court’s judgment in Millar's Case 
apres quoted above. The source of a dividend is not the shares in respect 
: of which it was paid, but the fund out of which the dividend is paid. 
oie It is, moreover, within the competence of the Parliament of the 
Rags Commonwealth to tax a person resident out of Australia in respect 
‘ability of dividends, or part thereof, paid by a company out of profits 
ye derived by it from sources in Australia, even if the company’s head 
t have i office and its central management and control, and its share register, 
® are outside Australia—Nathan v. F.C. of T. (1918) 25 C.L.R. 
4 183; Murray v. F.C. of T. (1921) 29 C.L.R. 134. 
occur: & 
Parlia- § Imports into Australia 
ility to 


In determining whether profits on sale of goods imported into 
Australia are assessable, the new Commonwealth Act has adopted 
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the test of “instrumentality” and has thus achieved uniformity 
with the States. Section 41 provides that where a person sells 
goods by means of anything done by himself when in Australia, 
or by means of an agent or representative in Australia, and those 
goods are in Australia or are to be brought into Australia for the 
purpose, or in pursuance or in consequence, of such sale, he shall 
be deemed to have sold them in Australia. A sale is deemed to be 
made by means of a person or of something done when such 
person or thing done is instrumental in bringing about the sale, 
The “cause” of a sale of goods is not usually one particular “fact, 
circumstance, occurrence or thing,” but a group of conditions, 
Among these conditions the Legislature has chosen one: something 
done by the vendor or his agent when in the territory. The choice 
is an arbitrary one, and the condition so selected may be the least 
important of the sum total of the conditions which have brought 
about the sale. If the condition selected is present, the profit arising 
from the sale is assessable. Moreover, that condition provides a real 
and substantial connection with the Commonwealth (or State) 
sufficient to support the constitutionality of the above provisions— 
cf. Hughes v. Munro (1909) 9 C.L.R. 289. 


Insurance With Non-Residcnt 
Under Division 15 of the Commonwealth Act, and the corre- 
sponding provisions of the State Acts, the “facts, circumstances, 
occurrences and things” selected by the Legislature as criteria of 
liability to income tax on profits arising out of contracts of in- 
surance (other than life) with non-residents are: 


(a) Property which at the time of the making of the contract 


is in Australia (or the State) ; 

(b) An insured event which is one that can happen only in 
Australia (or the State) ; 

(c) Property or insured event, irrespective of the location of 
such property or event, where the insurance is entered into 
by a resident with a non-resident insurer through the 
instrumentality of an agent or representative in Australia 
(or the State) of the insurer. 

In view of the decisions mentioned earlier herein, it is considered 
that these connections are sufficient, and that therefore these 
provisions do not transcend the territorial competence of the Com- 
monwealth Parliament or those of the States. 


Interest Upon Money Secured by Mortgage of Property in 
Australia 

Section 25 (2) of the Commonwealth Act provides that interest 
upon money secured by mortgage of any property in Australia 
shall be deemed to be derived from a source in Australia. An 
exception is made in the case of interest paid outside Australia to 
a non-resident on debentures issued outside Australia by a company. 

Under the New South Wales Acts of 1912 and 1928, tax was 
imposed in respect of interest upon money secured by the mortgage 
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of any property in New South Wales. The B.A.L.M. company, 
a Victorian company, was registered in New South Wales as a 
foreign company and carried on business there and elsewhere. 
Some of the assets of the company were situated outside New 
South Wales. The company borrowed money outside New South 
Wales on a debenture issue. The debentures carried interest and 
contained clauses charging the property of the company with pay- 
ment, such charge, except in regard to certain real and personal 
property specified in a trust deed, being a floating charge. Under 
the debentures the holders were entitled to the benefit of the trust 
deed. The trust deed contained a covenant with the trustee (a com- 
pany incorporated in England) to pay the debenture-holders the 
principal and interest secured by the debentures. It specifically 
charged with such payment certain real property in New South 
Wales and certain shares in a company incorporated in South 
Australia, and constituted a floating charge over the general assets 
of the company. A mortgage registered under the N.S.W. Real 
Property Act 1900 was given over the real property to the trustee 
company. Broken Hill South Ltd. held some of the debentures in 
Victoria, where the interest was paid. Broken Hill South Ltd. 
was assessed in respect of that portion of the total interest received 
which bore the same ratio to the total interest so received as the 
value of the assets of B.A.L.M. Co. situated in New South Wales 
bore to the value of the company’s total assets. Held, by the High 
Court, Rich J. dissenting, that the recipient was assessable in respect 
of the whole of the interest received—Broken Hill South Lid. v. 
C. of T. (N.S.W.) (1937) 1 A.I.T.R. 106. On the question of 
constitutionality, Latham C.J. said, inter alia: “The provision . 
does connect taxability of interest with the fact that the interest 
is secured upon New South Wales property. Thus there is a con- 
nection in fact with New South Wales. The existence of the 
security as a security depends entirely upon the law of New South 
Wales. The benefit resulting from the existence of the security 
depends upon the law of New South Wales. Parliament is not com- 
pelled to measure any taxation by the degree of benefit received in 
particular cases by the taxpayer. If it chooses, Parliament may 
make taxation burdensome or prohibitory in character so as to 
discourage or prevent a particular class of transactions. The facts 
that the tax does not depend upon the value of the New South 
Wales property or the New South Wales property in fact making 
a contribution to the sums actually paid in interest, only show that 
Parliament has not adopted a particular measure of the extent of 
taxation in relation to a subject-matter to which the power of 
Parliament extends. These matters affect the policy, and not the 
validity, of the provision in question, and it is not for a Court to 
consider such questions of policy. Thus, I am of opinion that, 
though, perhaps, this is an extreme case, this provision does relate 
to a matter which has a real connection with New South Wales, 
and that it is not invalid,” at pp. 116-7. 
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The power of the State to levy tax on such interest may be illus- 
trated by the following example, which appears in the dissenting 
judgment of Rich J.: “Thus a floating charge given by a ship- 
owning company over an undertaking extending throughout many 
parts of the world, and including many ships navigating the trade 
routes of the Empire, would be brought under the definition if 


the undertaking happened to include a shelter shed for a tallyman | 


on a Sydney wharf, and the whole interest on a huge debenture 
debt, although in no other respect connected with New South Wales, 
would be liable to New South Wales tax,” at p. 118. Fortunately, 
the N.S.W. Commissioner has never sought to assess the full 
amount of interest in such circumstances, but has apportioned the 
interest in the manner explained in the above note on the Broken 
Hill South Case. The present New South Wales Act specifically 
provides for such apportionment in the case of interest derived by 


a non-resident where part only of the security is situated in New & 


South Wales. 


BOND WASHING. 


Clause 10 of the British Finance Bill, 1937, is designed to frus- 
trate the scheme described by Mr. Chamberlain in his Budget 
speech as “bond washing,” whereby the owner of securities sells 
them at a price which covers accrued dividends, and buys them 
back again, after the dividends have been paid, at a lower price. 
In Wigmore v. Thos. Summerson & Sons Ltd. (1925) 9 Tax 
Cas. 577 it was held that, where a company sold war loan stock 
“with interest,” the interest did not accrue de die in diem, and 
that the company was not assessable in respect of the interest 
accrued at the date of sale of the stock. 

Clause 10 provides that when the owner of any securities agrees 
to sell or transfer those securities, and by the same or any 
collateral agreement— 


(a) agrees to buy back or re-acquire the securities, or 


(b) acquires any option, which he substantially exercises, to 
buy back or re-acquire the securities ; 


then, if the result of the transaction is that any interest becoming 
payable in respect of the securities, is receivable otherwise than 
by the owner, the interest is deemed to be the income of such 
original owner and not that of the purchaser. 

“Securities” include stocks and shares. “Interest” includes a 
dividend. The reference to buying back or re-acquiring the 
securities includes references to buying or acquiring similar 
securities. 
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The Question Box 


ALLOWANCE OF STATE INCOME TAXES 
IN COMMONWEALTH ASSESSMENT 
Question: 

C.A. (Sydney) asks: 

A non-resident derived income from fixed deposits with Aus- 
tralian banks, which deducted State and Special income taxes 
from the interest. Are the amounts so deducted an allowable 
deduction ‘in the non-resident’s Commonwealth income tax assess- 
ment 


Answer: 

Yes. Section 72 of the Commonwealth Act permits a deduc- 
tion of sums for which the taxpayer is personally liable and which 
are paid in Australia by him in the year of income for, inter alia, 
income tax imposed under any law of a State or of a Territory, 
being part of the Commonwealth. Section 168 of the New South 
Wales Income Tax (Management) Act provides that where 
certain interest is paid or credited by a company to any person 
who is a non-resident, the company is liable to pay income tax 
upon that interest. The company is empowered to deduct and 
retain for its own use out of any moneys for the time being due 
or payable to that person, or for the time being in its hands 
belonging to that person, so much as is necessary to pay the tax. 
Where the company exercises this right of deduction the recipient 
is “personally liable,” although indirectly so, for the amount of 
tax paid by deduction and he is accordingly entitled to the 
allowance under S. 72. “The absentee and not the company is 
intended to bear the incidence of the tax, although the liability 
to the Crown is imposed upon the Company,” per Dixon J. in 
Colonial Gas Association Ltd. v. D.F.C. of T. (1934) C.L.R. 172. 

The above contention applies with even greater force to Special 
Income Tax as under the New South Wales Special Income and 
Wages Tax Act, the interest recipient not domiciled in that State 
is the person who is liable for the tax, the interest payor being 
responsible for its collection. 


INTEREST RECEIVED 
Question: 

T.P.D.B. (London) asks: 

A resident of Victoria receives debenture interest from a 
N.S.W. company with N.S.W. Income Tax deducted at 1/6. 
The N.S.W. Special Tax was not, of course, deducted under the 
reciprocal arrangements. The gross interest was £40. 

If the Victorian put in a return to the N.S.W. authorities 
showing that he derived £40 N.S.W. income only, would he get 
a refund of the tax from New South Wales on the ground that 
his income is less than the State exemption of £50? 
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Assume the same set of facts except that the non-resident d 
interest receiver lives in England. Presumably, the N.S.W. 0 
Special Income Tax at 10d. in £ would also be deducted, but no d 
Commonwealth tax would be deducted as the £250 exemption is Hy 
automatic. If the rentier puts in annual returns to N.S.W. n 
Department, would be obtain a refund of income tax (not BB 4 
Special) or is his relief limited to British D.I.T. Relief? op 


Answer: 

Section 170 (2) of the New South Wales Act provides that & 
where a person is a resident of Australia and is not liable to pay 
income tax, or the tax paid by the company exceeds the amount 
of tax payable by that person, the amount of tax paid by the & 3 





company or, as the case may be, the amount of the excess, shall 
be refunded to that person. The resident of Victoria will, there- 9% C 
fore, on application, receive a refund of the whole of the tax & 
deducted from the debenture interest. There is no refund of § 
N.S.W. State income tax in the case of a resident of England, P 
so that his relief is limited to that provided under the English ] ‘i 
Act. : su 
The Deductibility of Interest Paid on Money > 
Borrowed to Pay Estate Duties ’ 
By R. S. TURNER, A.I1.C.A. a 


STE EN: 
» o. 
no 


In the July, 1937, issue reference was made to the recent 


decision of Reed A.J., of the Supreme Court of S.A., in Begg v. J so 
Deputy Commissioner of Taxation (1 A.I.T.R. 78). In that as: 
case it was held— ; ms! 
(1) that interest paid on money borrowed to pay succession | ex 
and estate duties was money wholly and exclusively laid J ab’ 

out and expended for the production of assessable § 
income and outgoings actually incurred in gaining or § (1 
producing the assessable income of the year; (at page 80 
87) and S wi 


(2) that interest paid to legatees in respect of unpaid § pu 
legacies did not play a sufficiently substantial part in the 
production of assessable income to cause it to be an 
allowable deduction (at page 89). = as 


Regarding the first point, the decision was contrary to the — ™ 
departmental practice over a long period. Although the depart- ; du 
mental ruling had been questioned in a great number of cases, § all 
no taxpayer had taken an appeal on the point to any Court in § of 
Australia, and the only judicial consideration of the problem prior du 
to Begg’s case was in the case of Lord Inverclyde’s Trustees v. & ap 
Millar (1924) A.C. 580, where the House of Lords decided ( Wa 
against the taxpayers’ appeal under the English statute. By a Be 


curious coincidence, a few weeks before Begg’s case was argued 
in the Supreme Court of South Australia, the Supreme Court of 
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New Zealand heard an appeal of The Public Trustee (as executor 
of the will of Robert Hannah) v. Commissioner of Taxes for 

New Zealand, in which the point at issue was almost identical 
with the main ground of Begg’s appeal. Further, within a few 
months, a similar point arose in the same New Zealand Court in 
the appeal of Hunter and another v. Commissioner of Taxes. 

Smith J. has recently delivered judgment in the New Zealand 
cases, finding in favour of the Commissioner in both appeals. In 
view of the importance to Australian taxpayers of the points at 
issue, and because the judgments, are opposed to that of the South 
Australian Supreme Court, it is desirable to ascertain the precise 
provisions of the New Zealand statute which fell to be considered. 
In this way it is possible to decide whether there are any grounds 
upon which to distinguish between the judgment of the two 
Courts. 

Section 80 (1) (h) of the Land and Income Tax Act, 1923, 
provides— 

80. (1) In calculating the assessable income derived by any person from 
any source no deduction shall be made in respect of any of the following 
sums or matters: 

(h) Interest, except so far as the Commissioner is satisfied that it is 
‘payable on capital employed in the production of the assessable 
income. 

Section 80 (2) reads: 

(2) In calculating the assessable income of any person deriving such 
income from one source only, any expenditure or loss exclusively incurred 
in the production of the assessable income for any income year may be 
deducted from the total income derived for that year. In calculating the 
assessable income of any person deriving such income from two or more 
sources, any expenditure or loss exclusively incurred in the production of 
assessable income for any income year may be deducted from the total 
income derived by the taxpayer for that year from all such sources as afore- 
said. Save as herein provided, no deduction shall be made in respect of any 
expenditure or loss of any kind for the purpose of calculating the assess- 
able income of any taxpayer.” 

In Bryant & May, Bell & Co. Ltd. v. Commissioner of Taxes 
(1933) N.Z.L.R. 1212, the Court of Appeal decided that Section 
80 (1) (h) neither provides nor implies that all or any interest 
which a taxpayer may pay, and which is not interest within the 
purview thereof, is deductible. It is necessary to examine Sec- 
tion 80 (2) to determine the deductibility of such an item. 

Briefly, the facts in the two appeals under consideration were 
as fcllows:—In the Public Trustee’s case, interest payable upon 
moneys borrowed by an executor for the purpose of paying death 
duties charged upon the estate of the testator was claimed as an 
allowable deduction. In Hunter’s case deductions were claimed 
of interest on portion of a loan raised in order to pay death 
duties, and interest payable on unpaid death duties. In each 
appeal it was necessary for the taxpayer to prove that his case 
was within both sub-section (1) (h) and (2) of Section 80 in 
order to succeed. 

In the Public Trustee’s appeal, it was argued on behalf of the 
taxpayer that the interest claimed as deductible was in a business 
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sense expenditure exclusively incurred in the production of the 
assessable income. It was submitted that by raising money on 
mortgage and paying the death duties, the executor was enabled 
to retain the whole estate in his hands, and so maintain the income 
which the whole of the assets would produce, whereas, if the 
executor had sold part of the assets to pay the death duties, he 
would have reduced the income and there would have been less 
income tax payable. Smith J. however, rejected this view, 
saying— 

This argument overlooks the fact that an executor who raises money to 

pay the death duties is likely to do so in order to avoid a forced sale, par- 
ticularly in a time of depression, and to conserve the capital values of the 
estate, an advantage which might much more than offset the disadvantage 
involved in the payment of interest. 
His Honour cited the judgment of Cooper J. in Commissioner 
of Taxes v. Ballinger & Co. Ltd. (1903) 23 N.Z.L.R. 188, wherein 
certain English decisions of the preceding twenty years had been 
reviewed in an attempt to arrive at the proper interpretation to 
be given to the words “expenses not wholly and exclusively 
incurred for the purposes of such business.” 

It is not sufficient to justify the deduction that the disbursements are 
on matters collateral only to the business, or, although not trade expenses, 
are disbursements which can be properly deducted from the gross profits in 
order to ascertain the net profit distributable among the partners or share- 
holders. (bid, 191-2.) 

The decision of the Privy Council in Ward & Co. Ltd. v. 
Commissioner of Taxes (1923) A.C. 145 was also referred to 
as approving the principle enunciated by Cooper J. in Ballinger’s 
case. Smith J. refused to accept the view that the interest paid 
was expenditure strictly incidental to the production of the 
income. 

If it were sound, it would follow that, where any private debt, such as 
money owing on a private residence or for household supplies, was charged 
on the business assets of a trader, and money was raised to pay off that 
debt, the interest payable on the money raised would then be deductible. 

It would appear difficult to believe that the circumstances sug- 
gested by the learned Judge are truly analogous to those of the 
present case. On the one hand, the interest relates to money 
borrowed for private or domestic purposes, and in practically 
every Income Tax Statute, this type of deduction is specifically 
prohibited. On the other hand, the interest is applicable to money 
borrowed to discharge a liability for death duties which, by opera- 
tion of law, is charged on the assets of the estate, and payment 
of which is compulsory. 

The reasoning by which Smith J. arrived at the conclusion that 
the interest was not deductible is indicated in the following 
dicta :— 

In the present case I think the interest is not deductible for at least the 
following reasons: 

1. It is paid on money raised on the estate to discharge a debt to the 
Crown charged upon the estate: S. 24 of the Death Duties Act 
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1921. But the debt to the Crown has in no sense been incurred by 
the estate for the purpose, direct or indirect, of producing assess- 
able income. On the contrary, it is a debt imposed by operation of 
law to enable the Crown to acquire compulsorily a part of the 
capital assets of the deceased person, and so to bring about, it may 
be, a reduction in the assessable income of his estate. If the executor 
raises money to pay such a debt, and so preserves the capital of 
the estate intact for the time being, the money is, to my mind, 
clearly not raised for the direct purpose of producing assessable 
income. The judgments of Knox C.J. and of Isaacs J. in the case 
of Federal Commissioner of Taxation v. Munro (1926), 38 C.L.R. 
153, 170, 171, 196- ? in my opinion support this line of reasoning. 
The fact that by S. 28 of the Death Duties Act 1921 the expendi- 
ture is charged on the business assets is immaterial. It is not pos- 
sible to disregard the direct purpose of the expenditure. Mr, Evans 
urged the effect of the charge, and relied on the case of Moffatt v. 
Webb (1913), 16 C.L.R. 120, to show the effect attributed to a 
compulsorily imposed tax by the High Court of Australia. But that 
case has been explained by the Full Court of Victoria in the case of 
In re the Income Tax Acts (1927), Arg. L.R. 354, and the decision 
of the Full Court was upheld by the High Court itself in the same 
case, sub. nom. Calvert v. Commissioner of Taxes (1927), Arg. 
L.R. 407. In Moffatt v. Webb (1913), 16 C.L.R. 120, it was held 
that land tax paid under the Land-tax Acts of the Commonwealth 
by a person who carried on the business of a grazier in respect of 
land in Victoria on which he carried on that business was “an out- 
going actually incurred by” him “in production of income,” and was 
also a “disbursement” of “money wholly and exclusively laid out and 
expended for the purposes of such trade,” and so, therefore, was 
deductible for the purpose of assessing the income tax payable by 
him. Land tax or income tax is, of course, not deductible in New 
Zealand by virtue of S. 80 (1) (q) of the Land and Income Tax 
Act 1923, but Mr. Evans submitted that death duties were as much 
a charge on the business of an estate as land tax, and that the prin- 
ciple of the Australian decision applied. As I have said, however, 
the case was distinguished in the later case of In re The Income 
Tax Acts (1927) Arg. L.R. 354. There the facts were that land 
owned by a taxpayer on which he carried on the business of a 
grazier was charged with the annual payment of a sum of money 
which he had covenanted to pay in consideration of the land being 
transferred to him. In his return of income he claimed as a deduc- 
tion the amount of the annuity paid during the year. The Full 
Court held, as stated in the headnote, “that the payment of the 
annuity was in no way legally connected with the carrying on by 
the taxpayer of his business as a grazier, and that the amount so 
paid was not an allowable deduction, it ‘not being money wholly 
and exclusively laid out or expended for the purpose of such 
trade.” Moffatt’s case (1913), 16 C.L.R. 120, was distinguished 
on the grounds that the High Court relied upon the fact that the 
payment of the Federal land tax was a compulsory payment imposed 
by Act of Parliament, and upon the fact that this payment was 
incidental to the carrying on of the business of a grazier, which led 
to the taxpayer being the owner of certain land, and to his being 
compelled to pay the Federal land tax. The Court continued: 
“Here the payment of this annuity is in no way legally connected 
with the taxpayer’s carrying on his business of a grazier. It would 
have to be paid by the taxpayer, and would remain a charge on the 
land whether he remained the owner of the land or not, and whether 
he carried on the business of a grazier or not. It is, therefore, not 
a disbursement wholly expended for the purpose of his trade as a 
grazier” (1927), Arg. L.R. 354, 357. 
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In the present case, the question is not whether the expenditure 
was incurred for the purposes of the taxpayer’s trade, but whether 
it was exclusively incurred in the production of his assessable in- 
come. In my opinion, the proper view is that the imposition of 
death duties upon the capital assets is in no way legally connected 
with the question whether the estate is producing, or is capable of 
producing, an assessable income. The duties would be imposed 
whether it was so or not. And the direct purpose of payment of 
interest on money borrowed to pay those duties is not to produce 
assessable income, but to relieve the capital assets of a burden 
imposed on them without relation to their income-producing capa- 
city as such, 

With all due respect, it is submitted that His Honour could not 
have found support in Calvert’s case for his reasoning, if counsel 
had referred him to the decision in Egerton-Warburton v. Federal 
Commissioner of Taxation (3 A.T.D. 40). In that case, the Full 
High Court decided that where land used for farming and 
orcharding purposes had been acquired in consideration, of annual 
payments which were charged on the land, a deduction of the 
annuity was properly allowable under Section 23 (1) (a) of 
the 1922-3 Federal Act. The Court relied on the decision in 
Moffatt v. Webb as establishing the proposition that without the 
land the taxpayers could not carry on business, and in order 
to acquire the land they found it necessary to pay the annuity, 
therefore the annuity was an allowable deduction. Is not the 
syllogism equally applicable to the circumstances in the Public 
Trustee’s case? 

From the judgment of Smith J. it would appear that it was not 
made clear in argument that Calvert’s decision was based on pro- 
visions peculiar to the Victorian Act which had been interpreted 
in O’Shea v. Commissioner of Taxes (Victoria) 39 C.L.R. 313. 
The significance of this is made very clear in the Full Court's 
decision in Egerton-Warburton’s case (at page 48). Calvert’s 
case is therefore distinguishable, and it is submitted, can only be 
used as an authority in cases under a Statute containing a pro- 
vision similar to Section 19 (2) (h) of the 1915 Victorian Act. 
It is interesting to speculate as to what would have been the 
decision in the Public Trustee’s appeal if counsel had cited the 
Egerton-Warburton decision. This case would probably have 
shown that the Calvert judgment could not be used as the basis 
for distinguishing the decision in Moffatt v. Webb as Smith J. 
attempted to do. 

In Hunter’s case previously referred to, Smith J. held that, 
for the reasons he adopted in the Public Trustee’s case, interest 
payable on unpaid death duties could not be deducted. 

Australian taxpayers are now confronted with an unusual posi- 
tion in view of the conflicting decisions of the New Zealand and 
South Australian Courts. Furthermore, it is understood that for 
Federal purposes the Taxation Department intends to ignore the 
Begg decision in future cases, and to adopt the New Zealand 
judgments. This raises the question as to the course which 
should be adopted if a Federal objection on the point is dis- 
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allowed. It is important to note that Section 51 (1) of the 
Federal Act allows “all losses and outgoings to the extent to 
which they are incurred in gaining or producing the assessable 
income, or are necessarily incurred in carrying on a business for 
the purpose of gaining or producing such income.” . . . This pro- 
vision is vastly different from the New Zealand clause which 
restricts allowable deductions to expenditure “exclusively incurred 
in the production of assessable income.” . .. Shortly after the 
decision of. the Privy Council was given in Ward’s case (supra), 
in 1.T.O. 1091, the Federal Commissioner of Taxation reviewed 
the question of allowable deductions generally. The New Zealand 
Court of Appeal had pointed out that the language of the deduc- 
tion clause of the English Income Tax Acts was much more 
liberal than that of the New Zealand Act. The Commissioner 
stated that the Federal law differed materially from both the other 
Acts and “it appears to be somewhere between the extremes 
represented by the other two laws.” 

It was generally understood that in the provisions of Section 
51 (1) of the 1936 Federal Act an attempt had been made to 
widen the general deduction clauses of the previous Act. If this 
is so, it would follow that there is now an even greater difference 
between the New Zealand and the Federal provisions. Accord- 
ingly, it is submitted that great care must be exercised before 
assuming that a New Zealand judgment correctly expresses the 
position under the present Federal law. It is thought that this 
point together, with the fact that the Egerton-Warburton decision 
goes far towards contradicting some of the reasoning of the 
judgment in the Public Trustee’s case, would make it profitable 
to appeal against any adverse decision on a Federal objection 
claiming a deduction of interest paid on money borrowed to pay 
death duties. 


How to Treat ‘‘ Discounts’’ and ‘‘ Returns Inward” 
in Sales Tax Returns 


By H. R. Irvine, F.F.LA., A.c.Ls. (Eng.) 
Sales Tax Consultant 

Although the Sales Tax legislation has now been in operation 
for over seven years, it is surprising how many taxpayers are 
apparently ignorant regarding the completion of the Returns to 
be lodged each month. 

Every manufacturer or wholesale merchant (other than those 
handling exclusively exempt goods) is required to furnish sales 
tax returns each month “in the prescribed form.” 

The Regulations under the Sales Tax Procedure Act 1934-1936 
require Returns to be lodged as under :— 

(a) by any person in furnishing any return in respect of 
goods sold—Form I; 

(b) by any manufacturer in furnishing any return in respect 

of goods manufactured and treated as stock for sale 

by retail—Form 2; 
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(c) by any person in furnishing any return in respect of 
goods applied to his own use—Form 3, and 
(d) by any person in furnishing any return required to be 
furnished in respect of goods leased by him—Form 4. 
(Note.—In regard to goods leased under a hire purchase agree- 
ment, Regulation 4 (4) provides that Return Form No. I may be 
used in lieu of Return Form No. 4). 


Deductions: 

Form I is the Return Form most commonly used, and this is 
the only form which makes any provision for claiming “Discounts” 
and “Returns Inward” from the taxable sale value of goods in 
respect of which sales tax is payable. 

Under the heading of “Deductions,” Form I provides for 
“Discounts and Returns Inward .. . in respect of amounts in- 
cluded in column (2) of this or previous returns” to be shown in 
sub-item (a), and in column (2) taxpayers are required to include 
only the “total sale price (excluding sales tax) of goods in respect 
of which tax is payable on the actual selling price.” 


(a) Discounts 
Discounts should therefore be claimed in the monthly Return 
Form I only in respect of taxable goods sold by wholesale toa 
person who does not quote his certificate, because these are the 
only sales which are taxable on the actual selling price. 
Column 2 of Form I does not cover :— 
(a) goods sold by retail; 
(b) sales of exempt goods; 
(c) sales of goods to registered persons who quote their 
certificates ; 
(d) sales of goods which are not “goods” within the mean- 
ing of the Sales Tax Acts (e.g., secondhand goods), or 
(e) charges for “services,” 
and, therefore, any discount granted in respect thereof is not an 
allowable deduction for sales tax purposes. 


Trade Discounts: 

Discounts allowed “to the trade” are invariably shown on 
invoices issued by taxpayers. The goods are sold at the “nett” 
prices stated after deduction of the trade discounts and tax is 
payable on this nett amount only, so that trade discounts should 
not be included in the monthly returns. 


Cash Discounts: 

The “discounts” mentioned under the heading of “Deductions” 
therefore relate to Cash Discounts. These are allowed as an 
inducement to the prompt payment of accounts, and the allow- 
ance of the discounts are conditional upon payment being made 
within certain stipulated periods. 

At the time of invoicing, however, taxpayers are not aware of 
the dates on which they will receive payment of their accounts, 
and accordingly they do not know whether or not they will be 
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obliged to allow discounts which, in any case, may vary according 
to the date of payment. 


Cannot Anticipate Discounts: 


Sales tax is therefore calculated (and shown on the invoice) 
on the selling price of the goods without having regard to cash 
discounts which might or might not be allowed. Taxpayers are 
accordingly not permitted to claim discounts as a deduction until 
the month in which they materialise and are granted. They 
should then be included in the Return of sales so as to form a 
deduction from the sale value of taxable goods sold in that particu- 
lar month. For this reason, the amount of discount claimed 
might be out of all proportion to the volume of taxable sales 
made. 


How to Calculate Discounts: 


A reference to Form I will show that the discounts which 
are an allowable deduction are those which are allowed in respect 
of “amounts included in column (2) of this or previous returns.” 
As stated above, these amounts are the total sale price of taxable 
goods (excluding sales tax). For this reason the full amount of 
discount allowable in respect of the goods only is allowable as a 
deduction. This would apply in cases where sales tax is stated 
on invoices as a “nett” item, and the discount is calculated only 
on the value of the goods. If, however, the discount is calculated 
and allowed on the basis of the total amount shown on the invoice 
(inclusive of sales tax charged thereon), taxpayers are permitted 
to deduct only 100/104ths of the amount of discount so allowed. 


Examples: 
Cod Seen GUN 5a sc «0 cs ce 00 ss ee BO eS 
ee ee GED bx 6, 0s Se Se 4% 0 4 0 0 
£104 0 O 
Account settled— 
a eee an «ccc: ca Se oe 
Discount (249 of 
ne od an aw ee 210 0 
£104 0 O 


In this case, £100 would be included in column (2) of Form 
I and £2/10/- would be deducted (probably in the following 
month) as “discounts,” so that tax is actually paid by the tax- 
payer only on £97/10/-, although he has charged tax on £100. 


[S) <epeds old for .. .. os oc os os se SD GO GQ 
Sg ee ee ae eee ee 4 0 0 
£104 O O 
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Account settled— 


le eee . £101 8 0 
, Discount (hfe c on 
£104) . ius 212 0 


£104 O O 


The discount here has been calculated on the full amount of 
the invoice. The taxpayer would include £100 in column (2) 
of his return and claim as a deduction only 100/104ths of 
£2/12/- = £2/10/-. This is because the law permits a deduction 
of the amount of discount allowed in respect of goods on which 
tax is payable on the actual selling price, and 4/104ths (or 2/-) 


of the discount granted in this case was in respect of sales tax | 


shown on the invoice. 

In this instance, also, tax is payable by the taxpayer only on 
£97/10/-, the amount on which tax was, in effect, charged to 
the purchaser. 

Now let us compare these two illustrations with an example of 
a “spot cash” sale, as under :— 


Pe OE 8c nc ow cdl cease ee oe oe. Se a © 
Ry ee ED kc 0% ee wood 6 Se es 210 0 
97 10 0 

ME om. cia shes hee ‘ee Ok cones il A we 318 0 
#101 8 O 


It will, therefore, be seen that a purchaser paying cash is 
charged the same amount as in example (b) above. It follows 
that where cash discounts are allowed subsequent to the issue of 
invoices on which sales tax is charged, the allowance should 
always be calculated on the total amount of the invoice. In other 
words, sales tax should not be charged as a “nett” item. 

It is known that many taxpayers are adopting the method 
shown under example (a) above, probably because of a mis- 
understanding as to the position. By so doing, they are actually 
making an added profit on account of sales tax but, what is more 
important, they are also probably prejudicing their business with 
customers because of competitors adopting the correct procedure 
and, at the same time, giving their customers a greater discount— 
or in other words, a lower price for their goods. 

(Note.—It might here be explained that, although in each of 
the examples given above, I have shown the charge for Sales Tax 
as an integral part of the invoice, such a procedure is not neces- 

sary. It will be a sufficient compliance with the law (Section 
70 (c) of Sales Tax Assessment Act (No. 1) 1930-1936) if 
taxpayers state the amount of tax payable by them in respect of 
the goods invoiced, but it is always advisable to indicate whether 
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or not the invoice price includes the sales tax payable, if there 
js no separate charge for sales tax). 


Apportionment of Discounts: 

In many cases, manufacturers and wholesale merchants make 
taxable sales, sales of goods in respect of which tax is not payable 
by them but by other persons (by reason of the purchasers quoting 
their certificates), sales of exempt goods, sales of goods which 
are not “goods” for sales tax purposes; and in connection with 
these sales they make charges for, e.g., freight, and other “ser- 
vices. 

It is therefore necessary to determine the amount of cash dis- 
count allowed for payment of accounts within the business time 
limit which may be deducted from the “sale value” of taxable 
sales. 

In many cases both taxable and exempt goods are included in 
the one invoice, and in other instances the goods invoiced might 
be sold to manufacturers and wholesalers who have quoted their 
certificates and who will have received the goods free of sales 
tax. 

In “Sales Tax Law” 1930-1935, the Commissioner states that 
as cash discount is usually allowed for prompt payment for all 
classes of goods, and when allowed is attributable pro rata to 
the respective values of the different kinds of goods mentioned, 
a dissection of invoices in order to ascertain the amount of dis- 
count applicable to taxable goods would involve considerable 
work, Accordingly the deduction to be claimed may be calcu- 
lated by apportioning the discounts allowed during the month 
in the same ratio which the taxable sales bear to the total sales 
of that month. In such cases, taxpayers should, of course, keep 
records which will enable this apportionment to be readily made. 

If the month’s turnover includes transactions or charges other 
than sales of gocds in respect of which discounts are not allowed, 
these transactions must be omitted from the turnover in order to 
ascertain the figure of gross sales upon which the apportionment 
is to be based. It should also be noted that the calculation is to 
be made on the basis of the discounts allowed for a month to the 
total sales in that month, and not to the total sales for the month 
in respect of which the discount was allowed. 


Retail Sales: 
As stated previously, no deduction is allowed in respect of 
discounts granted in connection with retail sales. In respect of 
such sales, tax is payable only on a wholesale value, either— 
(a) on acquisition of the goods by a taxpayer (other than 
a manufacturer) who does not quote his certificate in 
respect of the purchase of those goods; or 
(b) by a manufacturer, when he treats his manufactured 
goods as stock for sale by retail, or 
(c) on the sale of goods (except in the case of a manu- 
facturer who previously treated the goods as stock for 
sale by retail.) 
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The object of levying tax on a wholesale value is to treat all 
classes of taxpayers, and tax all classes of taxable goods as far 
as possible on the same basis. But inasmuch as the net “sale 
value” (i.e., the value upon which tax is payable) of taxable 
goods sold by wholesale varies according to the amount of dis- 
count granted in respect thereof, it is difficult to appreciate why 
a distinction should be made in regard to taxpayers selling goods 
by retail. 

Instead of remitting further tax in the shape of additional 
exemptions, some small amount of the taxation “remissions” 
might be granted to those taxpayers who pay tax in respect of 
goods sold by retail and who allow discounts in respect of such 
sales. The amount of discount which the taxpayer would be 


entitled to claim as a deduction would, of course, be in the same § 


ratio as the “sale value” of the goods bears to their selling 
prices. 


Change in Rate of Tax: 

Where the rate of sales tax has been altered since the date 
of the transaction in respect of which the deduction is claimed, 
it would be obviously incorrect to claim the amount of the dis- 
count from the taxable “sale value” of the goods in order to 
arrive at the “net amount for calculation of tax.” 

In such cases, a rebate from the amount of tax payable should 
be claimed (in item (c) (ii) of the “Deductions”) of the tax 
previously paid on the amount of discount allowed. 


(b) “Returns INwarp” 

For the purposes of the deduction under this heading, the 
Commissioner states in 1937 Supplement of “Sales Tax Law” 
that “Returns Inward” means goods returned by a purchaser to 
a vendor in pursuance of a right existing in some express or 
implied condition of the contract of sale. Where, as frequently 
happens, the contract is partly or wholly oral, the condition, if 
it exists, would usually be implied from the course of business 
between vendor and purchaser. 

The position is that, where a purchaser, in the exercise of such 
a right, returns goods to the vendar, the conditions of the contract 
have not been fulfilled, and a sale has not legally been effected. 

The Commissioner has ruled that credits, by way of “returns 
inwards,” are not allowable in cases where goods are actually 
sold and the vendor, as a voluntary act of grace or with a view 
to preserving custom, etc., accepts the return of goods from a 
dissatisfied purchaser. In such a case, the vendor would himself 
have to absorb the tax previously paid as he would allow the 
purchaser a credit of the tax-inclusive cost of the goods. 

Again, it is difficult to understand why the distinction should 
be made, particularly as the vendor’s action is prompted by a hope 
of repeated business in respect of which additional tax would 
be payable. 

Where, however, the credits are allowable deductions as stated 
above, the allowance must be apportioned in the manner already 
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explained in regard to “Discounts,” i.e., the credit allowed in 
respect of the return of the goods (and not the tax thereon) may 
be claimed. 

Another common error is for taxpayers to claim as a deduction 
the credits allowed in respect of exempt goods and sales to regis- 
tered persons who quoted their certificates. Such a claim is 
obviously incorrect, as tax was not previously paid in respect of 
those sales. 

Unlike “discounts” rebates may be claimed on account of 
credits for “returns’ of goods sold by retail. Clause (b) of the 
“Deductions” provides for rebating the amount (not the tax) of 
“returns inward .. . in respect of amounts included in column 
(4) of this or previous returns.” Column 4 is headed “Sale 
value of goods included in column 3,” and column 3 makes pro- 
vision for the “total sale price of goods in respect of which tax 
is payable on a sale value other than the sale price” (e.g., taxable 
goods sold by retail). The deduction to be claimed should he 
that proportion of the credit allowed which the taxable “sale 
value” of the goods bears to their selling price. 

Where an alteration in the rate of tax has occurred between 
the date the goods were invoiced to the purchaser and the cate 
of the credit allowed by the vendor, the deduction to be claimed 
must be of the tax previously paid in respect of the goods re- 
turned. In such cases, the rebate will be claimed under Clause 
(c)(i) of the “Deductions.” 

[In his next article, Mr. Irving will explain how taxpayers 
should treat Bad Debts and “Other Credits” in their Sales Tax 
Returns. —Editor.] 


The Meaning of Goods for Sales Tax Purposes 


I regret that the reference in my article in the July issue of the 
journal to “law-abiding taxpayers” (p. 426) was apparently capable 
of misinterpretation. 

Earlier in the article I had referred to the position resulting 
from the judgment of the High Court in Ellis & Clark Ltd. in so 
far as it related to secondhand goods. 

Then, under the sub-heading, “Present Definition,” I pointed out 
that “goods manufactured from secondhand materials” were not 
affected by that position, but that the law was subsequently 
amended to provide for the exemption of “goods which are sold 
as secondhand goods and are manufactured exclusively or prin- 
cipally from goods which: 

(i) have, whether alone or as parts of other goods, gone into 
use or consumption in Australia; and 

(ii) in the opinion of the Commissioner, in their condition 
as part of the goods so manufactured, retain their charac- 
ter as goods or part of goods which have gone into use 
or consumption in Australia.” 














116 THE AUSTRALIAN ACCOUNTANT SEPT. 


Because this exemption was made retrospective to December 13, 
1934, I stated that those “law-abiding citizens” who, in the interim, 
had paid tax in respect of those goods manufactured from second. 
hand goods, would not benefit by the retrospective exemption 
owing to the provisions of Section 12A of the Sales Tax Procedure 
Act. 

A correspondent mentions “those real law-abiding taxpayers 
who, from their better knowledge of the law, refrained from paying 


tax despite official intimation that such tax was payable.” Although f 


it is not quite clear from his remarks, it would appear that he had 
in mind those taxpayers who refrained from paying tax in respect 
of secondhand goods, whereas I referred to those who paid tax on 
goods manufactured from secondhand goods. 

Any taxpayers who “refrained from paying tax” on either class 
of goods mentioned will naturally congratulate themselves on “their 
better knowledge,” and not only do I not reflect on their action, but 
their example will perhaps be followed by others should any similar 
doubt arise in future as to whether or not tax is payable in respect 
of certain goods. 


The Meaning of Goods for Sales Tax Purposes 


In the article on the above subject which appeared in the July, 
1937, issue, the portions dealing with “Second-hand Goods” and 
“Sale of Business,” and a substantial part of the matter dealing 
with “Skilled Services,” were taken from The Sales Tax Law, 
1930-1935, published by the Commissioner of Taxation, for the 
reason that it was thought that no better method of acquainting 
taxpayers with their responsibilities under the Act could be had 
than to repeat the Commissioner’s own expressions. By an over- 
sight, which is regretted, it was omitted to mention this fact in the 
article, and it is now desired to acknowledge the source of the 
material referred to. 





Bankruptcy Section 
Edited by A. H. OutHwaite, F.c.a. (Aust.) 


COMPANY LIQUIDATION IN NEW SOUTH WALES- 
VOTING BY CREDITORS UNDER THE NEW ACT- 
NUMBER OR VALUE—MAJORITY TEST IN DOUBT 


The following is a Sydney Morning Herald report of proceed- 
ings in Re Oertels Lid. (In Voluntary Liquidation) in connection 
with the appointment of a liquidator: 


LIQUIDATION OF A COMPANY 
Re Oertels Ltd. (In Voluntary Liquidation) 
Argument was concluded on the petition by Mauri Bros. and Thompson 
Ltd., and others for liquidation under supervision of the Court of Oertels 


Ltd. The circumstances in which the petition was made were given in detail 
in the Herald law report last Wednesday. 
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Oertels Ltd., being then insolvent, decided at a meeting of shareholders 
on May 25 that the company should go into voluntary liquidation, and that 
Mr. E. Le Brun should be liquidator. At a meeting of creditors, of which 
the chairman of the company presided, held on the same day, a resolution 
was submitted that Mr. Le Brun be appointed liquidator, and against this 
it was moved that Mr. W. H. Spooner be liquidator. Some difficulty arose 
about the method of counting votes, and the meeting was adjourned until 
June 1 to allow the chairman to ascertain how the voting should be counted. 
At the adjourned meeting he announced that there were 13 votes for Mr. 
Le Brun and 10 for Mr. Spooner. 

The petitioning creditors sought liquidation by Mr. Spooner as official 
liquidator, or, alternatively, continuance of the voluntary liquidation and a 
declaration that the voluntary liquidator was not validly appointed. There 
was no suggestion against Mr. Le Brun’s fitness. 

Under the law before the new Companies Act came into operation, it was 
necessary, on applying for compulsory winding-up of a company already 
in voluntary liquidation, to show that the rights of the creditors would be 
prejudiced by continuance of the voluntary liquidation. This requirement 
does not appear in the new Act, which says that voluntary liquidation shall 
not be a bar to the right of a creditor to have a company wound-up by 
the Court, and says, also, that the Court shall not make a winding-up 
order unless satisfied that voluntary liquidation cannot be concluded with 
due regard to the interest of the creditors. 

A further question arose in respect of the voting at the creditors’ meet- 
ing to elect a voluntary liquidator. Shareholders who were also creditors 
claimed to vote on their own behalf and as proxies, and to vote on value. 
There being no provision in the Act or rules as to how the voting should 
be taken, it was contended that at common law the decision of a meeting 
could be ascertained only on a show of hands, and that each person could 
vote not more than once. 

In the course of judgment, His Honour said that he was inclined to 
think, though in the view he took of the case it was not necessary to 
express a concluded opinion, that Mr. Le Brun was not properly elected 
voluntary liquidator, and that on the proper method of counting the votes 
there was a majority for Mr. Spooner. Considerable argument had been 
addressed to the Court regarding the proper construction to be placed upon 
the new Act, particularly Section 210 (3) and Section 228. He was by no 
means satisfied that Mr. Windeyer’s contention that 210 (3) applied only to a 
petition by a liquidator was correct. That was not the view entertained 
by text writers in England regarding the corresponding section of the 
English Act. However that might be, it was clear that the Court would 
be satisfied that voluntary liquidation could not be continued with due 
regard to the interests of the creditors when the case was one which the 
Court considered should receive that degree of investigation which could 
best be made by official liquidators in a winding-up by the Court. He did 
not wish to prejudge the case, but he felt that the circumstances called 
for investigation, and consequently, was of opinion that the section imposed 
no bar to the success of the petitioners. 

Continuing, His Honour said that it had been suggested by counsel for 
the debenture-holders that if a compulsory winding-up was ordered, the 
Court should appoint one of the two official liquidators to be appointed by 
the Executive Council under Section 227 of the Act. Unfortunately, he 
did not know whether any such appointment had been made. 

Counsel for the debenture-holders said that he had been informed that 
Mr. A. E. Campbell had been appointed under the section. 

His Honour: That is mere hearsay. If you can show me a Gazette 
showing the appointment of these liquidators I will appoint one of them. 

On resuming after the luncheon adjournment, counsel for the debenture- 
holders submitted a letter which had been sent to Mr. Campbell by a 
Government official, stating that permission had been given for him to carry 
on as official liquidator under the section, pending approval of new security. 

Counsel for plaintiffs: Mr. Spooner was also an official liquidator under 
the old rules. 
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His Honour: The only possible evidence of appointment would be the 
Executive minute as published in the Gazette. 

Order for compulsory winding-up made, Mr. W. H. Spooner to be 
liquidator. 

The chief matter of interest is the question raised as to whether, 
at a meeting of creditors called to consider the appointment of a 
liquidator, the voting majority should be based upon number or 
value, the Act itself being silent upon the subject. It does not 
appear from the report that this question was specifically deter- 
mined by the Court. The chairman of the meeting had ruled that 
there was a majority for Mr. Le Brun in both number and value, 
and the presiding Judge expressed himself as “inclined to think” 
that on a proper method of counting the votes there was a majority 
for Mr. Spooner. His Honour unfortunately did not feel con- 
strained to determine what was the “proper method” as the decision 
was that the case was one for compulsory winding-up and the 
appointment of Mr. Le Brun as voluntary liquidator therefore 
lapsed, whether validly made or not. That the failure of the Act 
to specify whether the weight of voting power is to be determined 
by number or value may, as contended in this case, result in the 
preponderance of value being outvoted by mere numerical strength 
is a matter which will presumably receive consideration of those 
concerned with the liquidation of companies in New South Wales. 
The Act will doubtless, after a period of trial, be found wanting 
in other respects, and this question of method of determining the 
voting power may well form the subject of amendment in due time 
along with other defects yet to be discovered by the acid test of 
practice. 


“HODGSON’S INVESTMENTS LTD.” 


The incredible gullibility of the get-rich-quick type of individual 
ready at all times to plank down his substance for the mirage 
induced by the confidence trickster is exceeded only by the brazen 
cheek of the aforesaid conjurer and the infinite variety of form in 
which his swindles are presented. 

Hodgson’s Investments Ltd. was a company incorporated in 
Sydney and recently ordered to be wound up upon the petition of 
one of its victims. It had no registered office, no Hodgson, no 
investments, and no limit to the hardihood of its promoters. Its 
name was presumably chosen because “Hodgson” sounds s0 
unutterably respectable and “Investments” reeks of a safe return. 
The Sydney Morning Herald briefly describes the activities and 
final exit of the concern as follows: 

“Yesterday the Chief Judge in Equity made an order that Hodgson’s 
Investments Ltd, should be compulsorily wound up, and he appointed Mr. 
Cecil Gordon Swan to be official liquidator. 

“During its brief existence this company carried on the extensive frauds 
which were disclosed to a jury at the recent prosecution and conviction of 
Guy Paul McDonald, the managing director, on charges of conspiracy. 

“Hodgson’s Investments Ltd. was incorporated in April, 1936, with a 
nominal | capital of £10,000. It did not register its office in accordance with 
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the Companies Act, but carried on business at 249 George Street. Two 
months later the place was visited by the police, who seized books and 
other records. During that period some £35,000 had been received by the 
company, but only £1,000 remained on its several bank accounts. John 
Raymond Perriman, George Thompson and Robert Lehman, who had been 
connected with its activities, fled, and their whereabouts are unknown. 

“The company had, by representations that it had in its possession, an 
offer from a person in London to purchase 125,000 shares in Pacific 
Forests Ltd., at £4 a share, induced a large number of persons to pay for 
shares in that company, which it purported to buy for them at £2/10/- a 
share. Among these was Mr. Clifford Charles Sheath, of Onslow Gardens, 
Potts Point, who handed the company £300 for this purpose. The money 
was not applied to buying shares, and after the exposure of the company’s 
frauds, Mr. Sheath obtained judgment against it for £300 and costs. A 
writ of fieri facias was returned wholly unsatisfied, and Mr. Sheath 
petitioned yesterday for compulsory liquidation.” 

At the trial of McDonald, it was alleged by the Crown that 
between £35,000 and £40,000 was involved in a period of less 
than three months, and for the defence, all sorts of suggestions 
were flying about that the accused had suffered from “framing,” 
intimidation, falsification of exhibits, black eyes, toe-holds, and 
whatnot at the hands of the police. Nevertheless, an unsympathetic 
jury found him guilty, and McDonald was awarded 44 years for 
his energetic, though fleeting, fulfilment of the job of managing 
director. What became of the £35,000 to £40,000 collected in 
less than three months did not appear at the trial, and will probably 
remain a mystery unless those who have “fled” return to tell us. 
Which seems unlikely. 

In the matter of basic crudity of method these swindlers are 
little above the level of the money-in-a-hat or rich-uncle type of 
trickster, the difference being rather one of degree than of principle. 
The rogue who is prepared to be satisfied with anything down to 
a pitiable ten pound note relies upon the simple rich-uncle, gold- 
for-notes or other such method, quick and crude, but often effective 
in conjunction with a back-door exit. The swindler who is after 
big money merely substitutes for the wealthy avuncular relative 
an alleged “investment” company, generally with some half a 
million of normal capital and/or a huge “bond” issue, and thousands 
rain upon him as manna from heaven. Each relies upon his own 
brazen impudence to foist upon the gullible a purely mythical con- 
ception, and upon the avarice of that section of the public which, in 
spite of all the publication of these swindles, is still credulous that 
easy money is to be had from strangers without expenditure of 
any mental or physical energy. 

So far as the saner section of the public are concerned, the unfor- 
tunate effect of the bigger type of so-called “company” swindle is 
its reaction upon those enthusiasts who believe that rogues can be 
made honest men by Act of Parliament, and who seek to stultify 
the adage that a fool and his money are soon parted, by introducing 
a multiplicity of company law amendments aimed at keeping the 
fool and his money together regardless of the fact that these well- 
meant regulations and restrictions are as thorns in the sides of all 
concerned with the administration and accounts of that vast 
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majority of companies—the honestly and well conducted. If the 
principle of endeavouring to protect the imbecile from himself by 
means of legislative enactment is to be carried to its logical con- 
clusion, there should be added another to the multiplicity of amend- 
ments of this type already appearing in the Victorian Companies 
Bill. This would take the form of compelling banking companies 
to forthwith close all side-entrances to their premises and thus 
protect the gold-for-notes investor by preventing the too unob- 
trusive fade-out of his benefactor. A similar provision might be 
introduced into the Licensing Act in relation to the side and back 
doors of licensed houses to checkmate the elusive money-in-a-hat 
promoter. It is true that such amendments would cause some incon- 
venience to the honest citizen, but public inconvenience is a trifle 
to the thorough-paced, dyed-in-the-wool mug-protector. 


CORRESPONDENCE 


We have received the following letter from a South Australian 
correspondent : 


The Editor, The Australian Accountant. 
Dear Sir, 

I would be glad if you would kindly have the accompanying question 
considered in your column of the journal. 

Frequently at meetings of creditors held in this State under Part XI 
of the Bankruptcy Act, a motion is moved and seconded “that the debtor 
declare himself bankrupt within a stated period.” A further motion is then 
submitted and seconded (as an amendment of the above-mentioned Bank- 
ruptcy motion) “that the debtor execute a Deed of Assignment to a specified 
trustee.” Generally the chairman allows the second motion as an amend 
ment and puts it to the meeting first. If carried, it determines the position 
and disposes of the bankruptcy motion. 

I have frequently opposed this procedure, maintaining that the second 
proposition is in effect a direct negative of the previous motion, hence cannot 
be allowed as an amendment; the same end being achieved by voting 
against the motion. 

This view has been the subject of much discussion at meetings, and 
chairmen’s rulings have not all been in harmony. 

I would be glad to know if any of your correspondents have any 
authoritative decisions on the point. 

Yours faithfully, 
(Signed) Joun B. GALLAGHER, A.F.I.A., A.A.LS. 


As procedure under Part XI has become more clearly defined 
by longer practice in South Australia than in Victoria we shall be 
glad to publish the views of any other South Australian correspon- 
dents on the subject. The Bankruptcy Editor suggests that as 
execution of a Deed of Assignment is of itself an act of bankruptcy, 
the resolution for a Deed is not a negation of the previous resolu- 
tion, but merely prescribes by way of amendment the particular 
form which the debtor’s declaration of bankruptcy is to take. If 
this view be correct, it follows that the second proposal can properly 
be accepted as an amendment of the first. 
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Company Law and Secretarial Practice Section 
Edited by J. S. McINNEs, F.I.c.A. 


COMPULSORY INCREASE IN SHAREHOLDINGS OF 
MEMBERS OF A COMPANY 


By S. 24 of the New South Wales Companies Act: 

Notwithstanding anything in the memorandum or articles of a company 
no member of the company shall be bound by an alteration made in the 
memorandum or articles after the date on which he becomes a member, if 
and so far as the alteration requires him to take or subscribe for more 
shares than the number held by him at the date on which the alteration is 
made, or in any way increases his liability as at that date to contribute to 
the share capital of, or otherwise to pay money to, the company : 

Provided that this section shall not apply in any case where the mem- 
ber agrees in writing, either before or after the alteration is made, to be 
bound thereby. 

This section is taken verbatim from S. 22 of the English Act 
of 1929—see also S. 34 of the Qld. Act, and S. 32 of the S.A. Act, 
which are to the same effect. 

“In view of the fact that the liability of a member of a company 
is limited to the amount unpaid on the shares subscribed for by 
or transferred to him,” a N.S.W. student asks for a note on the 
section, as he does not understand it. 

The provision has a legal history. 

In Biddulph and District Agricultural Society Ltd. v. Agricul- 
tural Wholesale Society Ltd., the latter Society (A.W.S.) was 
registered under the Industrial and Provident Societies Act 1893, 
and carried on business as the Central Trading Federation for 
agricultural co-operative and industrial societies, of which the 
Biddulph Society was one. By its original rules, membership of 
the A.W.S. was limited to agricultural societies, each constituent 
society having to take up one share for every 50 (or fraction of 
50) of its members. The Biddulph Society became a member of 
the A.W.S. in 1914, and duly took up its proper number of shares, 
viz., two shares of £1 each, as its members numbered 60. 

In 1918 the rules of the A.W.S., were altered, and in accordance 
therewith each constituent society became bound forthwith to take 
up one share for every twenty of its members, with additional 
shares of a par value equal to two per cent. of its turnover. In addi- 
tion, every such society had within six months after the end of 
each financial year to take up such further shares as should repre- 
sent any increase in membership and turnover over that on which 
its then holding of shares had been calculated. (This rule appears 
to have been in common use in these societies—the rules of the 
Biddulph Society itself contained it!) On the passing of the new 
tules the Biddulph Society became liable to take up 470 additional 
shares, and these were duly applied for by and allotted to it. By 
the application form for these shares the latter Society agreed 
“from time to time to subscribe and pay for such further shares 
as the rule requires.” As time went on the membership and turn- 
over of the Biddulph Society increased, and it accordingly became 
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liable under the amended rules to take up further shares, the num- 
ber to be taken up amounting to 2,211 at the end of 1921. In 
October, 1923, the Biddulph Society was requested to take up 
these additional shares, but refused to do so, and the A.W. S. then 
commenced proceedings for a declaration that the Biddulph Society 
was liable to take up and pay for the additional 2,211 shares. 

Lawrence J. held that the Biddulph Society was not liable to 
take up the additional shares, but the Court of Appeal reversed 
this judgment (1925, Ch. 769), and their decision was affirmed 
by the House of Lords (1927 A.C. 76). The Biddulph Society 
contended that the new rules were inconsistent with the principle 
of limited liability and contrary to Section 60 of The Industrial 
and Provident Societies Act 1893, which provides that, where a 
registered society is wound up, the liability of a present or past 
member of the society to contribute for payment of the debts and 
liabilities of the society, the expenses of winding up, and the 
adjustment of the rights of contributories amongst themselves 
shall be qualified by, amongst others, the following provision: 
“(d) No contribution shall be required from any individual, society, 
or company exceeding the amount, if any, unpaid on the shares in 
respect of which he or it is liable as a past or present member.” 
(S. 157 of the English Companies Act of 1929—N.S.W. S. 200, 
Qld. S. 165, S.A. S. 187, and Vic. S. 132—is to the same effect.) 

In holding that the Biddulph Society was bound to take the 
additional shares, the House of Lords stated that by Section 22 
of the Act the rules bound the Society and all the members thereof 
to the same extent as if each member had subscribed his name and 
affixed his seal thereto, and there were contained in such rules a 
covenant on the part of each member to conform thereto. (S. 20 
of the English Companies Act of 1929—N.S.W. S. 22, Qld. S. 32, 
S.A. S. 30, and Vic. S. 22—is to the same effect.) By taking up 
the additional 470 shares in 1918 under the altered rule the 
Biddulph Society became bound by the rules as altered in that 
year, and was accordingly contractually bound by such rules to 
take up additional shares as the number of its members or the 
amount of its turnover increased. 

Their Lordships were careful to confine their judgments to the 
facts of the particular case, and deliberately left open the question 
whether an alteration of the rules, such as was made in the A.W.S. 
case, would be binding on a member who had not assented to the 
alteration. The headnote to the official report of the case, 1927 
A.C. 76, contains the following: “Quaere whether, having regard 
to the terms of the Act, an alteration of the rules of a registered 
society requiring the members to subscribe for additional shares 
would be binding on a member who had not assented to the 
alteration.” Lord Sumner said that he would require strong argu- 
ment to support such a contention. 


Hote v. GARNSEY 


The point thus left undecided by the House of Lords in the 
Biddulph case, arose for decision in connection with Wilts and 
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Somerset Farmers Limited. In that case the persons interested 
in the appeal were dairy farmers and other members of the Society, 
which was registered under the Industrial and Provident Societies 
Act 1893. The Society had altered its rules after the persons men- 
tioned became members, the effect of the alterations being, iter 
alia, to require members to take up and pay for a number of further 
shares dependent upon the acreage of each member s holding or 
the number of dairy cows that he owned from time to time, which- 
ever should be the greater number of shares. The Society having 
gone into liquidation, the liquidator, relying upon the decision of 
the House of Lords in the Biddulph case, settled the members on 
the list of contributories for the extra shares they should have 
taken. Mr. Justice Romer and the Court of Appeal (1929 1 Ch. 
321) considered that the case was covered by the Biddulph decision, 
and held that the objecting members had to take up and pay for 
a large number of additional shares in accordance with the amended 
rule. The House of Lords, however, held (Hole v. Garnsey, 1930 
A.C. 472) that this case was different from the Biddulph case, on 
the ground that the Biddulph Society had agreed to the amended 
rule. In the present case the amended rule had not been assented 
to or acquiesced in by the objecting members, and in the opinion 
of Lord Dunedin this altered the whole position when it came to 
a question of admitting a rule of that kind for the first time by 
virtue only of a general power of amendment. Lord Sumner, in 
concurring, said the argument for the liquidator was virtually a 
claim that an Industrial and Provident Society, by the exercise of 
its power to make regulations and to alter or rescind them, could 
compel members to invest capital in its business against their will 
and, so far as his Lordship could see, without any limit at all. 

The judgment of the Court of Appeal was reversed, the House 
of Lords holding that an alteration in the rules of a society regis- 
tered under the Industrial and Provident Societies Act 1893, 
requiring members of the society to subscribe for additional shares, 
was not binding on members who had neither voted for the altera- 
tion nor otherwise assented to it ; consequently, such members could 
not be placed on the list of contributories in the voluntary liquida- 
tion of the Society in respect of such additional shares. 

In both the Biddulph case and Hole v. Garnsey, the members 
of the House of Lords stressed the point that their judgments 
were limited to societies registered under the Industrial and 
Provident Societies Act. In the Biddulph case Lord Blanesburgh 
said that it would be highly dangerous to assume that a decision 
given with reference to provident societies applied to companies 
regulated by the Companies Acts. And in Hole v. Garnsey, Lord 
Atkin said that he should be surprised to find that by amendment 
of the articles of association existing members of a company could 
be compelled to subscribe to further issues of authorised capital. 
“Such a simple device appears to have escaped the attention of 
company financiers.” 

But after the Biddulph decision, leading company authorities 
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in England stated that on the point at issue they could not distin- 
guish between (a) industrial and provident societies, and (b) 
companies incorporated under the Companies Acts, and oppor- 
tunity was taken to set all doubts at rest by the insertion of S. 22 
in the English Companies Act of 1929 (adopted in Australia as 
above indicated). 

When S. 22 was inserted in the English Companies Act, the 
case of Hole v. Garnsey had not come before the Courts, and there 
appears to be a strong opinion in England that, in view of the 
decision in that case, the section is unnecessary. In Palmer’s Com- 
pany Precedents (14th edition, 1931) it is stated that “since the 
passing of the (1929) Act the decision of the House of Lords in 
Hole v. Garnsey would seem to show that this provision was 
unnecessary.” 

The section refers to an alteration in the memorandum of 
association. In the 10th edition of Buckley on the Companies Acts, 
it is rightly pointed out that there appears to be no provision in 
the Companies Act for altering the memorandum in the manner 
suggested. 

The new provision only covers the case of an alteration to the 
articles—it does not deal with the very difficult question of the 
validity of such an article if it formed part of the original articles 
of a company. 


NEW SOUTH WALES COMPANIES ACT 
DuTIEs oF AUDITORS 


By Sub-section (1) of S. 115 of the New South Wales Com- 
panies Act of 1936: 


The auditors shall make a report to the members on the accounts exam- 
ined by them, and on the register of members and other records which the 
company is required to keep by law or by its articles, and on every balance 
sheet laid before the company in general meeting during their tenure of 
office, and the report shall state: 

(a) whether or not they have obtained all the information and explana- 
tions they have required; 

(b) whether, in their opinion, the balance sheet referred to in the report 
is properly drawn up so as to exhibit a true and correct view oi 
the state of the company’s affairs according to the best of their 
information and the explanations given to them, and as shown by 
the books of the company; and 

(c) whether, in their opinion, the register of members and other records 
which the company is required to keep by law or by its articles 
have been properly kept. 


The words printed in italics in the Sub-section are not to be 
found in any other Companies Act. They have given rise to great 
concern in the minds of many New South Wales company audi- 
tors, and it is not surprising that we have received numerous 
requests to discuss them. 

The first point that strikes one about the words referred to is 
their amazing comprehensiveness and vagueness—“the register of 
members and other records which the company is required to keep 
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by law or by its articles.” It is elementary that, in construing a 
statute, the object or purpose of the Act must be considered. The 
urpose of the New South Wales Act is “to amend and consoli- 
date the law relating to companies; and for purposes connected 
therewith,” but this does not give any help in the construction of 
S. 115 (1). 

The Companies Act contains a large number of provisions regu- 
lating the conduct and management of companies. In many cases 
the auditor of a company is the one independent person, appointed 
by the shareholders, who is in a position to see whether the duties 
prescribed by the Act have been carried out, or the records pre- 
scribed by the Act have been kept, by the company, and it appears 
to be a reasonable inference from S. 115 (1), that that Sub-section 
requires the auditor to report to the members that the register of 
members and other records that have to be kept by the company 
have, in fact, been kept, and properly kept, by the company. Any- 
one having practical experience of the working of companies is 
well aware of the fact that, prior to the passing of the recent 
amending and consolidating company statutes, many companies did 
not keep the records required to be kept by them under the pre- 
vious Acts. 

But the phrase used, “records required to be kept by law’— 
not merely required to be kept by the Companies Act—is an 
extraordinarily comprehensive one. Many New South Wales 
statutes require companies to keep records, e.g., the Poisons Act, 
the Pawnbrokers Act, the Milk Act, the Farm Produce Agents 
Act, the Factories and Shops Acts, the Police Offences Amend- 
ment (Drugs) Act of 1927. A number of Commonwealth sta- 
tutes, e.g., the Conciliation and Arbitration Acts and the awards 
thereunder, and the Excise (Machinery) Acts, also require cer- 
tain records to be kept. Does S. 115 (1) cover all these? The 
words “by law” are certainly wide enough to cover the whole of 
the law applicable to New South Wales. It would be reducing the 
provision to an absurdity to interpret it as meaning that, where a 
company carries on business outside New South Wales, S. 115 (1) 
covers the law of the other States and all other places in which 
the company is carrying on business. 

The above-mentioned statutes do not apply to companies merely 
as companies : they apply to every person, company or corporation 
in New South Wales, and there does not appear to be any special 
reason why the duty of reporting whether a company is keeping 
the records required to be kept by such statutes should be cast on 
company auditors only. Furthermore, these statutes apply to all 
companies trading in New South Wales, whether formed under 
the New South Wales Companies Act or not, but there are no 
provisions requiring the auditors of companies that are not formed 
under the New South Wales Companies Act to report whether 
such companies are complying with all these statutory require- 
ments. 

It is, of course, the duty of a company auditor to have regard 
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to such records of the company as may be relevant to the ascertain. 
ment of the financial position of the company, but the words under 
consideration in S. 115 (1) go far beyond this, for many of the 
records to be kept under the Acts above-mentioned have no rela- 
tion to the financial affairs of a company, and have nothing what- 
ever to do with the duties of an auditor as such. 

We give in a footnote* the relevant meanings of the word 
“record” from the Oxford English Dictionary, but it is to be feared 
that these meanings do not give much assistance in the interpre- 
tation of S. 115 (1). Even amongst members of the legal profes- 
sion, the meaning of the word “records” in Sub-section (1) of S. 
115 has not by any means met with unanimous agreement. The 
writers of one leading text-book submit that the words “other 
records” are confined in their meaning to books of account or 
similar records. We entirely disagree with this submission. 

The opening words of S. 115 (1) provide that “The auditors 
shall make a report to the members 

“on the accounts examined by them, and 

“on the register of members and other records which the 
company is required to keep by law or by its articles, and 

“on every balance sheet laid before the company in general 
meeting. . . .” 

In our opinion this provision relates clearly to three separate 
matters, and as a clear distinction is drawn between “accounts”, on 
the one hand, and “register of members and other records” on the 
other, it follows that the second does not include the first. We 
have seen the opinion of a leading King’s Counsel of Sydney, in 
which, after quoting S. 115 (1) (c), counsel stated that if S. 115 
be read literally it would cast upon auditors the duty of making a 
detailed audit of every transaction which appears in the com- 
pany’s books of account, because unless the auditors did so it would 
be impossible for them to form or express an opinion whether 
such books had been properly kept. This opinion appears to be 
based on the assumption that S. 115 (1) includes “accounts” 
amongst the “records” referred to in that Sub-section. With great 
respect, we do not think that this is so. It is unfortunate that, 
in the question submitted to counsel, it was assumed—erto- 
neously, in our opinion—that the word “records” includes 
“accounts.” 

We may note here that since 1879—S. 7 (6) of the English 
Companies Act 1879—company statutes have provided that: “The 
auditors shall make a report to the members on the accounts 
examined by them, and on every balance sheet laid before the 
company in general meeting during their tenure of office; and in 
every such report shall state whether, in their opinion, the balance 
sheet referred to in the report is a full and fair balance sheet, 
properly drawn up, so as to exhibit a true and correct view of the 
state of the company’s affairs, as shown by the books of the com- 
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and until the passing of the New South Wales Act of 1936 we 
had never heard it seriously contended by responsible persons that 
it was the duty of an auditor to check all the transactions of a 
company. Does the insertion in the New South Wales Act of 
the additional duty of reporting “whether the register of mem- 
bers and other records which the company is required to keep by 
law, or by its articles, have been properly kept” completely alter 
the meaning of provisions which have been in force in company 
statutes for over fifty years? We are definitely of the opinion that 
it does not. 

Another writer stated that, if the provisions of S. 115 are to 
be limited by the doctrine of ejusdem generis or noscitur a sociis,} 
“it is difficult to define what ‘other records which the company 
is required to keep by law or by its articles’ are ejusdem generis 
with the register of members.” It appears to us, however, to be 
reasonable to apply the ejusdem generis rule to the interpretation 
of S. 115 (1), and the word “other” also acts as an interpreter of 
the phrase “register of members,” viz., that the register of mem- 
bers is a record. If this is correct, it is not in the least difficult to 
find in the Companies Act other records similar to the register of 
members, e.g., The Register of Directors (S. 125); The Register 
of Charges (S. 194); Minutes of Proceedings of General Meet- 
ings and of Directors (S. 100). (The keeping of a Register of 
Holders of Debentures raises an interesting point. There is no 
provision in the Companies Act for the keeping of such a register, 
as distinct from a Register of Charges, but the debenture or trust 
deed usually provides for such a register to be kept, and where 
such a register is kept the provisions of S. 169 apply.) 

To refuse to apply the ejusdem generis rule to S. 115 (1), and 
to interpret that Sub-section literally, would result in an interpreta- 
tion so unreasonable and absurd that it would appear to bring into 
operation certain rules laid down by the Courts for interpreting 
the language of a statute which operates unreasonably or absurdly. 
The rules dealing with this subject are set out in Beal’s Cardinal 
Rules of Legal Interpretation as follows: 

“Where the language of a statute is susceptible of a reason- 
able and also of an unreasonable interpretation, the former 
must prevail: 

“Where the language of a statute is general, doubtful, or 
obscure, it may, if susceptible of it, be modified or varied 
by interpretation, in order to avoid manifest absurdity, 
repugnance, mischief or injustice.” 

In support of these Rules, the author quotes the following ex- 
tracts from decisions of the Courts: 

_ “It was said in argument that we ought to give effect to words 
ina statute, though they may lead to what we may consider to be 
an absurdity or incongruity, and leave it to the legislature to cor- 
rect the mischief which may result from the fair interpretation of 
the words. Undoubtedly, where Parliament has made use of 
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words which have no application unless they are construed in a 
way which would lead to an absurdity, it is not for this Court to 
correct what has been done by Parliament. But it is a very dif- 
ferent thing where Parliament has used language of a generic or 
general character applying to various things. In such a case, if 
one sees that, by applying the language to something which is not 
within the mischief contemplated by the Act, it will produce mazni- 
fest absurdity or inconvenience, then according to the rule of 
construction, which is well known, and for which it is unneces- 
sary to refer to any authority, it is the duty of the Court so to 
construe the general term as not to apply it to that which will have 
such a result.”—Yates v. Reg. (1885), 14 O.B.D. 648, at pp. 659, 
660; 54 L.J.Q.B. 258, at pp. 264, 265, Cotton L.J. 

“If the apparent logical construction of its language leads to 
results which it is impossible to believe that those who framed or 
those who passed the statute contemplated, and from which one’s 
own judgment recoils, there is, in my opinion, good reason for 
believing that the construction which leads to such results cannot 
be the true construction of the statute.”—Reg. v. Clarence (1888), 
22 Q.B.D. 23, at p. 65; 58 L.J.M.C. 10, at p. 32, Lord Coleridge 
on 
On a careful consideration of the position, it appears to us that 
some limitation must be placed on the words of S. 115 (1), and 
looking at the surrounding provisions of the Act, it appears to be 
reasonable to interpret that Sub-section as being limited to the 
records required to be kept by the Companies Act, and that the 
ejusdem generis rule is applicable to it. Sub-paragraph (c) may, 
therefore, be expanded to read: “the register of members and 
other records of a similar nature which the company is required to 
keep by the Companies Act.” Apparently this view has been 
adopted by many auditors in New South Wales, for we have seen 
a number of auditors’ reports in which S. 115 (1) (c) has been 
complied with by a statement to the effect that “The register of 
members and other records which the Company is required to keep 
in accordance with its articles and The Companies Act 1936, have, 
in our opinion, been properly kept,” and we understand a report 
in this form is acceptable to the Registrar-General. 

In interpreting S. 115 (1), we have endeavoured to resist being 
influenced by the thought that the interpretation placed upon the 
Sub-section by us above is that intended by the draftsman of the 


provision. 
“By Its Articles” 


The words “by its articles” in S. 115 (1) are very obscure, 
and after having had considerable experience of the articles of 
association of companies we are quite unable to give them any 
practical meaning. In many cases the articles of association of a 
company refer to the records to be kept by the company, but this 
is merely by way of a reminder, as such provisions in the articles 
are usually only a re-statement of the requirements of the Com- 
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panies Act. Apart from this, we are not aware of any “records” 
required to be kept by the articles of association of a company. 


Act Should be Amended, 

In view of the very unsatisfactory wording of S. 115 (1), it is 
obvious that auditors in New South Wales should bend their 
energies in the direction of having the Sub-section amended at the 
earliest opportunity. A statutory provision to the effect that the 
auditor of a company should report to the members whether the 
register of members and other records which the company is 
required to keep by the Companies Act have or have not been 
properly kept by the company does not appear to us to be an 
unreasonable requirement. As we are quite unable to understand 
the reference to the “articles” in S. 115 (1), we are of the opinion 
that the words “or by its articles” should be deleted. 

*“Record” is defined in The Oxford English Dictionary as, inter alia: 

“An account of some fact or event preserved in writing or other permanent form; 
a document, monument, etc., on which such an account is inscribed; also: ¢ransf. 
(ie. in transferred sense) any thing or person serving to indicate or give evidence 
of, or preserve the memory of, a fact or event; a memorial. Frequently in plural, 
a collection of such accounts, documents, etc.” 

TEjusdem generis—Of the same kind or nature. A rule of construction ap- 
plicable where particular words are followed by general words; the general words 
are limited to the same kind as the particular words. 

Noscitur a sociis-——The meaning of a doubtful word may be ascertained by refer- 
ence to the meaning of words associated with it. 





Partnership Dissolution Accounts 
THE RULE IN GARNER v. MURRAY 
By O. R. MacDona.p, A.1.c.A. 


“Query” writes: 

“In connection with the ruling in Garner v. Murray, will you let 
me know, in cases in which that ruling is strictly followed out as 
laid down, if the deficiency on realisation is to be debited to Defici- 
ency Account, or transferred to the debit of each partner’s Capital 
Account? 

“If to Deficiency Account, then the cash brought in by the 
solvent partners, as their share of the deficiency, would be credited 
to Deficiency Account. 

“My reason in asking this is that I have read of both ways, and 
though the actual result is the same, correct treatment is desirable.” 

If the rule in Garner v. Murray is to be strictly followed the 
method whereby (a) the solvent partners are required to con- 
tribute cash for their shares of the deficiency, and (b) the Deficiency 
Account and the accounts of all the partners remain open indefi- 
nitely, appears to be the correct one. Most authorities, however, 
recommend the alternative method as being more in accordance 
with sound accountancy practice. 

_ The question raised by “Query” will be considered more fully 
ina later issue, when comments will also be made on the following 
D 





130 THE AUSTRALIAN ACCOUNTANT SEPT 


interesting and informative communications from Mr. R. Adamson 
and Messrs. E. Pyke and Hosking. 

Mr. R. Adamson, of Messrs. Hemingway and Robertson, says: 

The contribution by Mr. O. R. MacDonald in the August number 
of The Australian Accountant is a praiseworthy effort to clear yp 
the difficulties experienced by students in solving problems on 
dissolutions of partnerships. Certain portions of the article, how- 
ever, are open to controversy and are likely to create confusion in 
the minds of students. For this reason, therefore, some indication 
should be given of possible differences of opinion. Students, and 
others, should not be left with the impression that the solutions 
given by Mr. MacDonald are incontrovertible or unchallengeable. 

The decision of Justice Joyce in the case of Garner v. Murray, 
in England, does not bind the Courts in Australia, but as it was 
based on the Partnership Act, it may possibly be taken as a prece- 
dent if a similar case arose in Australia. 

The “application” of Garner v. Murray is one thing and the 
“effect” is another. The application is in accordance with the 
wording of the Partnership Act, which lays it down that the 
assets (including contributions of partners to make good losses 
and deficiencies of capital) must be applied to paying to each 
partner rateably what is due to him in respect of capital—that is, 
after paying outside creditors’ and partners’ loans or advances. 

The effect is that the deficiency caused by an insolvent partner 
is borne by the solvent partners in proportion to their capital and 
not in the proportion in which profits or losses on trading or 
realisation are shared. 

Accountants have given too much attention to the effect and 
have not considered the application. This has led to the mistaken 
idea that the proper solution of all these problems rests on the 
apportionment of an insolvent partner’s loss instead of on a distri- 
bution of the available cash, plus contributions (if any) from the 
solvent partners. 

Where there is a profit on realisation the solvent partners are 
not called upon to make any such contributions. The available 
cash is then distributed as determined by the Partnership Act: 

(1) Rateably according to partners’ capital. 
(2) Residue (if any) as profits are shared. 
In Example (ii), therefore, the correct solution is: 


CASH 
To Proceeds of Real- By Capital A . 


. 


fention .. .. |... «- 4,100 , Capital B 
Balance c/d 


£4,100 


To Balance = _ 
due) . . £100 


£100 
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The result is the same as that shown by Mr. MacDonald, but 
the principle of distribution is entirely different. The difference 
in the principle is seen if we take the circumstances of Example 
(iti). ; Mi ; Pr 
In Example (iii) the cash is insufficient to repay the Capital in 
fyll. A and B, therefore, take what is due to them rateably. 

CASH 


To proceeds of Real- By A—3/4ths .. .. . £2,850 
ization .. .. .. .. £3,800 » B—l/4th.. .. . 950 


£3,800 £3,800 


The partners’ accounts may be closed as under: 


CAPITAL A 


Dik... «. «.. .. ae By Balance b/f .. .. £3,000 
e | ae » Profit on Realisa- 
Gas 46 as 60, Oe 


£3,200 £3,200 
CAPITAL B 


SS ae By Balance b/f .. .. £1,000 
pe Ge ac nce » Profit on Realisa- 
Svs ca ce a ee 


£1,200 £1,200 


CAPITAL C 


To Balance .. .. .. £800 By Profit on Realisation £200 
SL o6- oc ae. ee 
Capital B .. .. .. 250 


800 £800 


The loss occasioned by the deficiency of C is not borne by 
A and B in any particular ratio or proportion. A_ simply 
loses the £200 profit on realisation plus £150 shortage in the 
return of his Capital. B, similarly, loses £200 plus £50 shortage 
in his Capital. 

It is the departure from the application of Garner v. Murray 
and the principles of the law, as laid down by the Partnership Act, 
that has led to the incorrect result shown by Mr. MacDonald's 
solution, where A receives £2,750 and B £1,050. 

Mr. Justice Joyce did not deal with the apportionment of an 
insolvent partner's loss among the other partners; he stated that 
it must not be treated in the same way as a trading loss, and laid 
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down the principle of the sharing of the available cash. If this 
principle is followed out correctly there cannot be any confusion, 

The effect of making the solvent partners share the insolvent 
partner’s loss in ratio of their Capital can be brought about only 
where there is a loss on realisation. Should there be a profit on 
realisation, this effect is not apparent, and it cannot be artificially 
brought about bv transferring the balance of an insolvent partner's 
account to the debit of the other partners in proportion to their 
Capital. 

The Partnership Act must be followed by distributing the avail- 
able cash according to the rules laid down. The closing of the 
accounts is then merely a routine matter. 


Messrs. E. Pyke and Hosking’s comments are: 


Mr. O. R. MacDonald’s thoughtful article in the August issue 
of the journal is a noteworthy contribution. Students may, how- 
ever, tend towards a too liberal application of the methods outlined 
in the article. The Partnership Act considers dissolution from the 
side of cash receipts and cash payments. The Judge in the law 
suit of Garner v. Murray laid down his “rule” from the cash stan¢- 
point also. 

The distribution of the proceeds of assets must, of course, be 
made in the statutory order: 


Firstly Outside creditors, 
Secondly Partners rateably for advances (loans or current 
account balances), 


Thirdly Partners rateably for capital, 


Fourthly The ultimate residue to partners in the proportion 
of their profit—shares. 


It would seem, therefore, that the distribution in case (ii) follow- 
ing the Act, would have been: 


Proceeds of assets left after paying outside creditors £4,100 





Partners— 
Rateably for loans .. .. Nil 
Rateably for capital— 
ss ce as wh. &e ao Se 
og SR ee 1,000 4,00 
Ultimate residue .. .. .. . — 100 
A—One-half .. .. .. .. 50 
B—One-half .. .. .. .. 50 


one 100 


On the same lines case (iii) would appear thus: 


Proceeds after paying creditors .. .. .. .. .. .. £3,800 
Partners—Loans .. .. .. .. .. .. Nil 
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Capital— 
3,000 _ 

A 4,000 of 3,800 = £2,850 
1,000 = 

B 4,000 of 3,800 = 950 


——~ 3,800 


The operation of the rule in Garner v. Murray will apply, it is 
submitted, only when there is a loss on realisation. The statute 
envisages a loss on realisation when the words “losses and defi- 
ciencies of Capital” are used in Section 48. It was from this angle 
that Mr. Justice Joyce propounded his “rule” in 1903. He decided 
that a loss on the sale of assets was a “loss or deficiency of Capital,” 
but an irrecoverable debit balance on an insolvent partner’s capital 
account was not. The latter, he implied, was a cataclysm, and he 
produced the now well-known formula, which is more or less 
generally accepted nowadays. In plain English, if there is a profit 
on realisation, there can be no “deficiency of Capital,” and there- 
fore no contribution by solvent partners. 


Pollock, on Partnership, says (thirteenth edition, at p. 143) : 


“If one of several partners is insolvent, the others are not 
bound to make up his share of losses of capital after the 
liabilities of the firm to creditors have been satisfied. There is 
nothing in the Act ‘to make a solvent partner liable to con- 
tribute for an insolvent partner who fails to pay his share’: 
Garner v. Murray (1904) 1 Ch. 57, 60.” 


It would seem, therefore, that the Garner v. Murray rule must 
not be distorted to meet cases to which it was never intended to 
be applied. Unless there is a loss on realisation, insolvency of a 
partner does not interfere with the machinery of the Act. When 
there is a loss on realisation, however, the rule must be watched. 
It would undoubtedly be followed in Britain, and quite possibly 
would be applied in Victoria also. 
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Purchase Records and Accounts Payable 
By H. D. BaRNeETT, A.1.C.A. 


(One of a series of lectures on Retail Accounting to the members in 
of the Victorian Division of the Commonwealth ra 
Institute of Accountants) 


In opening up a subject like this, there are one or two things that 
I would like to point out before proceeding to the purchase records 
and accounts themselves. 

It is because retail trade to-day differs so very largely from 
what it did, say, fifty or even twenty years ago, that it is necessary 
that the accounting records be compiled as quickly as possible, so 
as to give that control which is the essential of all merchandising 
to-day. 

In his lecture last week Mr. McCahon referred to a chain of 
stores as distinct from the chain store organisations, and it is about 
such an organisation as the chain of stores that I will mainly base 
my remarks. 

Consider for a moment some organisation with perhaps three 
or more departmental stores in different parts of the same city— 
each a separate unit in itself, with its own buying organisation and - 
its own selling staff—and with one central head office, from which, 
we will presume, all payments will be made. 

Any accounting system devised for such a chain of stores must 
be such as to give the results of trading, i.e., of buying and selling, 
of the separate departments in each particular store, as well as 
the combined trading result of each store. 

It is, therefore, necessary to build up trading accounts for each 
department, as distinct from the trading accounts for each store. 

Naturally, the function of each department is to buy and sell at 
a profit—so to effect that expertness in buying which will enable 
each department to show a certain margin of gross profit. 

So we find that the first big factor in any large retail organisation 
is economy in purchasing; in other words. buying control; how 
can we plan our purchases in advance for the ensuing year, so that 
the selling of the merchandise will result in a gross profit for each se 
particular department? Therefore, it is the figures and records ar 
made available each week and each month that play a very impor- pe 
tant part in the management of a retail store. Si 

It is necessary to compile accounts that not only give us control m 
of purchases, sales and stocks in the various departments, but tit 
accounts that also give us control of expenses and expenditure. st 
For this reason, therefore, we find it necessary to keep two separate eV 
creditors’ ledgers—one, a stock or departmental purchases ledger, 
and the other an expense ledger. st 

Some of you may think that a very complicated system of re 
accounting must be necessary to compile the purchase records of a be 
large retail store, but I can assure you that that is not so. The 
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very elementary principles of bookkeeping apply—debit the 
receiver, credit the giver; debit value in, credit value out; and if 
any system can be used in order to make the work more simple, or 
in order to ascertain the result more quickly, but just as accu- 
rately, then that system is used. a 

In most departmental stores to-day, some merchandising pro- 
gramme or budget plan is drawn up by the management for each 
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SUPPLIER Goods with Invoice attached. 


Goods Inwards Register. 



































ee ee ee Checking the Goods. 
| RECEIVING Pro Forma Invoices. 
ROOM Passing Invoices for Payment. 
Mark-up. 
| Credit Claims. 
Goods Invoice 
Checking and 
DEPARTMENT OFFICE | Sorting, invetoes. 
Filing Invoices 
| and Receipts. 
| | 
DEPARTMENTAL | PAY VOUCHER | 
DISSECTIONS | LEDGER | 
a j 
Posting of Invoices. Suppliers’ Accounts. 
Weekly and Monthly Balances, Cheque Writing and Posting. 


Trial Balance. 


Fic. 1. 


separate department, allocating to that particular department the 
amount of money available for stock requirements for a stated 
period, usually for the month, or perhaps for the six months. 
Stocks and sales are being continually watched. Stock of a depart- 
ment and sales in relation to that stock at once give the number of 
times which the stock can be turned over during the year, e.g., 
stock £1,000, sales £100 per week, turnover 10—once in 
every ten weeks, or slightly more than five times during the year. 

So it is that the accounting system devised for the purchase or 
stock records of a retail store must be such as to give a continuous 
record of all transactions, which will enable figures and accounts to 
be prepared quickly and on an understandable basis. 

The four main headings of our subject are: 
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First of all, there must be control of all goods coming into a 
store, and of course control over all returns, and for this purpose | 
would suggest a Central Receiving Room. 

Secondly, each department must be debited with the goods it 
receives, and credited with returns made. This we will call the 
departmental dissections. 

Thirdly, the account of each supplier must be credited with the 
goods sold and debited with our payment for those goods. The 
system, I will explain later, is a comparatively recent development 
in the compilation of purchase records, known as the pay voucher 
or remittance advice system. 

Fourthly, there is the filing of all invoices and receipts, etc., for 
reference purposes. 

CENTRAL RECEIVING Room 


Educating the Suppliers—Suppliers should be educated to the 
following rules, with which they should be requested to comply on 
all occasions when delivering goods to the store or warehouse: 

1. An invoice must accompany the goods. 

2. On no account should invoices be rendered in duplicate. 
One copy only to accompany the goods. 

3. The order number should be clearly stated on the 
invoice. 

4. On all occasions goods should be delivered only to the 
Receiving Room of the store, and not direct to the de- 
partment. 

Receiving Room Clerk—A thoroughly trustworthy person 
should be appointed in charge of the Receiving Room, whose duty 
it will be to see that suppliers carry out these rules, and he will 
appoint an assistant who is competent to act in his absence, so that 
these two men alone will be responsible for the signing of delivery 
slips presented by suppliers for all merchandise delivered to your 
store. 

Naturally, these persons will require to use ordinary common 
sense in the exercise of this very important duty; they will sign 
merely for parcels, cases or crates of merchandise, rather than for 
particular quantities, unless such quantities are very convenient 
to check without considerable loss of time. Thus no liability will 
be incurred, by reason of the signature, for goods short-delivered, 
etc. 

A file should be kept in the Receiving Room, on which the sup- 
pliers’ delivery slips are placed, and at the end of each week the 
file is cleared, the delivery slips parcelled up and labelled on the 
outside, and stacked away for record purposes should ever a dis- 
pute arise. 

Register of Goods Inwards.—Simply put, this gives a definite 
record of all goods coming into the store. 

Each page is numbered, and consecutive numbers run from the 
top to the bottom of each page, and allow one line for each parcel 
of merchandise received. So that, by designating each invoice clearly 
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by the number which refers to it, it becomes possible to form a 
thorough tie-up between the invoices and the deliveries each day, 
By this I mean that if the number of the page is 8542, and the 
invoice is on line number 5, then the reference assigned to that 
particular invoice will be 8542/5. Furthermore, this same refer- 
ence number should also be written on the delivery ticket, and 
placed on the parcel of goods. 


RECEIVED AT STORE 5 


sy _G. Smith 3. /.8 1_ 372 
SENT TO. Manchester 


CHECKED BY ___W. Johnston 
auTHoriseD__4-_ Walker 














RECEIVED at STORE 8 
BY p. maiz |b | 37 
SENT w__Hercery 
CHECKED py _% Anderson 
AUTHORISED By_M-_Hall 











Figure 3—REcEIVvVING Room STAMPS 


The particulars required for each delivery, for which there are 
separate columns, are: 
The name of the supplier. 
General description of the contents, such as_ buttons, 
frocks, hats, blankets, groceries. 
The number of department ordering the goods. 
The quantity and nature of the packages received, for in- 
stance, 3 cases, 5 boxes, etc. 
The initials of the person receiving the goods. 
The carrier or mode of delivery—whether road or rail. 
The invoice value—in pounds, shillings and pence. 
The date on which the invoice is forwarded to the office. 
This last column is important, as it acts as a check on the 
movement of invoices, to and from department, Receiving 
Room and office. (See Figure 2.) 
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As each invoice is entered in the Goods Inwards Register it will 
be marked with the number of the department to which the goods 
are to be delivered, stamped with a rubber stamp, which will act 
as evidence of delivery of the goods. The stamp will give the 
signature of the person who received the goods, and the date, state 
the department to which the goods were sent, and will also have 
space for the signature of the persons checking and authorising the 
purchase of the goods (which, incidentally, will be the signature of 
the departmental manager. (See Figure 3.) 

On no account should the Receiving Room clerk ever stamp any 
invoice unless the invoice arrives with the goods. Should two 
invoices arrive on different days for the one parcel of merchandise, 
the likelihood of paying twice for the same goods is an easy pos- 
sibility. 

Checking the Goods.—It should be arranged with the depart- 
ment that, upon notification that the goods have arrived in the 
Receiving Room, some responsible person from the department 
will come as soon as possible, compare the invoice with the official 
order given, inspect and check the goods, and sign the invoice, and 
after mark-up of the goods they will be forwarded to the department. 

Mark-up.—The pricing of goods for sale. In retail stores it is 
quite usual to have a mark-up room, where the cost price and sell- 
ing price are shown on a small ticket, and attached to the goods. 
Departments generally work on a fixed percentage on cost in 
determining the selling price. 

When goods have been checked, and are sent to a department, 
it is a good idea for a Signature Book to be kept by the Receiving 
Room, and signed by the department on receipt of the goods—such 
being evidence that the goods have been delivered to the depart- 
ment. Too often goods have been mislaid between the Receiving 
Room and the department. (See Figure 4.) 


GOODS EX RECEIVING ROOM 








Date Department Name of Firm No. of Signature 
Parcels 

1937 

July 

29 Haberdashery | Melbourne Buttons 1 J. Black 

29 Frocks E. V. Lucas 4 K. Adam 
29 Hats A. P. Stewart 6 A. Lane 

29 Blankets Eagley Mills l K. Ross 

29 Groceries H. Berry & Co. 5 N. Harris 

















FicurE 4—SIGNATURE Book 


Forwarding Invoices to the Office——As soon as each page of 
the Goods Inwards Register is completed, i.e., goods checked and 
invoices signed, the invoices to which each page refers will be 
attached and forwarded to the Purchase Ledger section of the 
office. Thus a constant steady flow of work is maintained, and 
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suppliers’ ledger accounts and departmental stock balances are 
kept as closely as possible up to date with the actual movements 
of merchandise. 

In some organisations in Melbourne these Receiving Room 
sheets come to the office several times during the day, so that it is 
an easy matter for a merchandise department to watch the de- 
liveries to the different departments. 

Special Discounts, Etc—While this may not affect every 
organisation to the same extent, we have found it helpful to have 
a small sticker printed, requesting all concerned to hasten the 
movement to the office of the particular invoice to which it is 
attached, in order to avail ourselves of the maximum discount. This 
sticker is placed on the invoice at the time when the invoice is first 
signed in the Receiving Room. Once in the office, the sticker 
attracts the attention of the purchase clerk to the invoice as urgent, 
and necessitating special attention or payment. (See Figure 5.) 





URGENT 


As there is special discount 

for prompt payment for this 

account, all concerned are 

asked to hasten the move- 

ment of this invoice to 
Head Office. 














Ficure 5—“Urcent” STICKER 


Pro Forma Invoice Book.—So much for the goods which arrive 
with the invoice attached, but where goods arrive and are not 
accompanied by an invoice, we use what we call a Pro Forma 
Invoice Book. (See Figure 6.) This is self-explanatory, but it 
may be useful for me to point out the following: 


1. No matter what the nature of the goods, a pro forma in- 

voice in triplicate must be made out should goods arrive 
without an invoice. It is usually the goods which arrive 
unaccompanied by an invoice which give the most trouble. 
Some of the large retail stores in the city absolutely refuse 
to accept goods unless accompanied by an invoice. 
Full details of the name of the firm, their address, and the 
quantities and description of goods received should be writ- 
ten on the pro forma invoice, and, after being signed by 
the driver delivering the goods, the second or white copy 
will be detached, signed by the Receiving Room clerk, 
and handed to the driver. 


This pro forma invoice now takes the place of an ordinary 
invoice, and the details are entered in the Goods Inwards Register, 
except that it will not be possible to fill in the invoice value. 

The original, i.e., the yellow copy, goes to the office with other 
invoices, and the third copy, which remains fast in the book, will 
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be kept in the Receiving Room, so that when the invoice arrives 
within the next few days, the Receiving Room clerk will mark it 
with its designation number from the Goods Inwards Register 
(that is, the number of the page over the number of the particular 
line referring to the invoice), and at the same time diagonally cross 
his pro forma copy to indicate that the invoice has arrived. 


ALL GOODS SUPPLIED MUST BE ACCOMPANIED BY AN INVOICE 


Copy Invoice Required by FOY & GIBSON PTY. LTD. (298 


for these goods 
Received from you 


J. J. Brown & Co., 
Date 28 / 7 / 37 





Please Post Invoice to Store at this address 


Dept. Merce: Order No. 21690 
? 7 oe Melbourne 








ITEMS | Quantities 
10 

3 
oOo . 





Cardigans 








Pullovers 
Half Hose 








= 
| 


| 
Figure 6—Pro FoRMA INVOICE 


In the office, pro forma invoices are detached from other 
invoices and kept on a separate file, to enable a close follow-up by 
the invoice office. 

When, however, the invoice does reach the office, the cor- 
responding pro forma should be taken from the file, and the 
invoice and pro forma attached together for future reference. Two 
points are worth mentioning here: 

1. All invoices which arrive by post, or are delivered to the 
office unaccompanied by goods, should be forwarded to 
the Receiving Room first. 

2. The Receiving Room stamp mentioned earlier should not 
be impressed on invoices arriving by post. 

By strictly adhering to this rule the likelihood of paying for the 
goods twice is eliminated. 


AUTHORISATION OF INVOICES 
Passing Invoices for Payment.—In regard to authorisation by 
the Departmental Manager, it should, of course, be a strict rule 
that no invoice will be accepted by the office for payment unless it 
bears the full signature of the buyer. 
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It may so happen that, during the absence of the Departmental 
Manager, his assistant signs the invoices, but it is our practice, 
immediately after posting an invoice of this kind to the ledgers, 


to return it to the Receiving Room for the signature of the ff 


Manager. 
When the invoices arrive from the Receiving Room, if they are 
properly authorised, and do not have to be forwarded back for 
further signature, a red tick is put on the right-hand side of the 
Department No. column of the Goods Inwards Register. 

If the invoice, however, is to be returned for signature, no tick 
is placed against this column, and when, after posting, it finally 
arrives back from the Receiving Room, having been signed, the 
red tick is then placed on the right-hand side of the column. 

The clerk in charge of this work in the invoice office will file the 
Goods Inwards Register sheets away when they have been cleared, 
that is, when all the invoices, properly signed, have been received. 

Missing Invoices——From the Goods Inwards Register it is easy 
to prepare a weekly list of all missing and delayed invoices, anda 
follow-up by the Office Manager or accountant usually has the 
desired effect. 

So much for invoice control; but another very important phase 
of Receiving Room work is control over goods returned. 

Credit Notes and Goods Returned.—So that each department 
will received credit for— 

(a) all goods returned to outside suppliers ; 

(b) overcharges on invoices rendered by suppliers; 

(c) reductions in prices arranged with suppliers after goods 

are delivered; and 

(d) the value of goods short-delivered by suppliers, 

here is a system where, by application to the Receiving Room clerk, 
credit claim can immediately be made out on the supplier. 

Credit Claims.—On checking the goods, any overcharge or 
returns should be notified to the Receiving Room clerk, who will 
make out what we term a credit claim, in triplicate—the original 
guing to the supplier, and 1s a notification to him of the shortage or 
overcharge, the second copy going to the office, and the third copy 
reniaining fast in the book. (See Figure 7.) 

The benefits to each department of such a system are: 

1. The stock figures or purchase records are immediately 
reduced by the amount claimed from the supplier. 

2. The office debits the account of the supplier with the re 
turns and so does not pay for goods which have been 
returned. 

3. The claim is a definite record and is followed up until the 
supplier forwards an acknowledging credit note. 

4. In the case of goods returned, signatures are always 
obtained, thus avoiding likely dispute. 

When the credit note is received the claim is attached, and 
both are filed. Should a covering credit note for the claim not 
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arrive, follow-up by the Office Manager or accountant is again 


desirable. : 
Such a system controlling both the Goods Inwards Invoices and 


a system of claims for goods returned is of great assistance in com- 
piling purchase figures of the particular departments. 


Goods Returned by FOY & GIBSON Pty. Ltd. 


No. 6800 DATE 29/17/37 
__. Collingwood _ 





titimeanmt 


43 





D. & W. MURRAY Ltd., Department No 
Flinders Lane, 
MELBOURNE, C.1 





| To 
| 
Your Invoice Number and Date 


M 3964 28 | 7 / 37. 























Please issue to us a Credit Note for the following goods : 
































one — — row 5 ———— ns —— ee 
M | NO. | PRICE | 
1 pce. Calico | 50 
| yds 6d. l 5 a 
Plus 4°, Sales Tax 1 _ 
| £1 6 = 
































Reason for return 


1 pce. short-delivered. eS 
RECEIVING CLERK 
Figure 7—Crepit CLAIM 


DEPARTMENTAL PURCHASE DISSECTIONS 


This brings me to the second of our headings—that of debiting 
the department with the goods they have purchased. 

While the expense dissections are just as important as_ the 
purchase dissections, I do not intend to touch that part of the 
subject, because a later lecture of the series is to be devoted to the 
classification and allocation of expenses. 

Posting of Invoices——From this point it is logical to proceed to 
the posting of the invoices. 

The invoices having been checked as to calculations, extensions, 
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sales tax and additions by the invoice clerk, and sorted into 
departments, are now ready for posting by the dissection clerk 
or machine operator. 

Most of you will be familiar with one type or another of ledger. 
posting accounting machine. 

It is necessary that the departments be debited with the goods 
they have received, and for which we have the signed invoices, and 
that the accounts of the suppliers be credited. 

Let us deal first with the departments. For the compilation of 
the departmental trading accounts we must obtain the total pur- 
chases for the week or month of each particular department. 

No doubt you are all familiar with some form of departmental 
purchase journal, but for our purpose this is entirely eliminated; 
firstly, because we consider it unnecessary, as the postings to the 
departments are from the invoices themselves; and _ secondly, 
because in an organisation consisting of a chain of stores, with from 
30 to 150 departments in each store, a columnar form of journal 
would be quite impracticable. 

For our purpose, we use a small departmental dissection card. 
One card is kept for each department in each store and these 
are filed numerically, according to the department numbers, in a 
machine ledger tray, and a control card is kept in front of the cards 
of each store. (See Figure 8.) 

Each department card is debited with the purchases made, and 
shows the following information: 

Date. 
Reference (in this column, as each purchase is recorded, it is 
assigned a consecutive progressive number). 
Particulars (in this column is given the name of supplier). 
Amount of invoice. 
Deductions (here are posted credit transactions). 
Balance column. 
A new card is opened up monthly for each department, with, of 
course, the control card in front of the cards for each store. 

Some of you may wonder what a control card is. It is simply 
this: a card which shows in total that which has been posted in 
detail to the ledger. The departmental dissection cards give 4 
monthly record of purchases made by the different departments, 
and by reference to the control card at any time during the month 
we can easily ascertain the purchases to date. 

Posting Debits —The accounting machine operator posts from 
the invoice itself, and not from the Goods Inwards Register sheet, 
although one large Melbourne organisation does post from the 
Goods Inwards Register sheets in order to keep the office work 
and accounts more up to date, and thus afford greater control. But 
for our purpose we post from the invoice direct. The invoices, 
when received by the operator, are listed for a pre-determined 
total. 

By a pre-determined total I mean a separate balancing figure 
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taken out before proceeding with the actual posting of invoices, 
and is really a list of the invoice amounts to be posted, the total of 
which must agree with the total shown by the accounting machine 
after postings are complete. -This listing could, of course, be done 
by a junior, who later on may be trained as an operator. 
‘The date given on the dissection card is the date under which 
this particular batch of invoices is to go through, i.e., the date on 
which they are posted. The dissection card reference is now typed 
in the reference column—it being the number of that particular 
invoice posted to the particular dissection card, and will be the 
number following that of the previous invoice reference. This pro- 
gressive reference number is also written clearly on the invoice by 
the operator, together with the number of the department, e.g., 
5/41—the fifth invoice posted to Department No. 41 dissection 
card. 

41. CoLLincwoop 4. 


ACCOUNT: MonrTH: Sueet No.: 
Mercery. January, 1937 1. 
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FicurE 8—DEPARTMENTAL DISSECTION CARD 


Controls.—After a batch of invoices has been posted, the total 
appearing in the posting totaliser of the machine is checked with 
the pre-determined total, and if they agree the machine is cleared, 
and the total is entered on the control card, which shows in total 
what has been posted in detail to the dissection card. (See 
Figure 9.) 

E 
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Posting Credits—As claims are made out for all returns and 
allowances, and as credit notes may not arrive for some few days, 
the credit claims are used as a posting medium. In the office they 
are sorted into departmental order, and posted to the credit of 
the dissection cards concerned. The only difference between the 
entry of an invoice and the entry of a claim on the card is that of 
the reference, which is not a numerical one, but the number of the 
actual credit claim preceded by the letter “C.” 


PRAHRAN DEPARTMENTAL DISSECTION CONTROL 
ACCOUNT: MontTH: SHEET No.: 
Drs. and Crs. January, 1937 :. 





Date Particulars Inv. Amt. Credits Balance 
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Figure 9—DEPARTMENTAL DISSECTION CONTROL 


The posting of the credit claims completed, the total is checked 
with the pre-determined total, and once they are agreed it is 
entered on the control card in the deductions column. 

Adjustments and Transfers Should an invoice or credit claim 
be posted to the wrong department, an adjustment must be put 
through, and for this purpose we use a debit and credit slip, which 
is passed through as an invoice and credit respectively. 

Figures for Department.—I did not mention earlier that, when 
the operator is posting to the departmental dissection card, a car- 
bon copy on plain white paper is taken, which becomes a very 
important record for the departments. It is our practice to close 
off the purchases for the departments each week, thereby deter- 
mining a weekly purchase figure for each department, and the 
total for the store. 

After the purchases are closed for the week, the duplicate sheets 
are withdrawn from the departmental ledger and distributed to the 
departments, thus giving a complete analysis of their purchases 
for the week. 

As I mentioned in the beginning, in most retail stores each de- 
partment works to some budget programme or buying plan, which 
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sets out the amount of money available for purchase requirements 
during a stated period ; so, with these purchase figures available for 
the departments each week, the buyer is enabled to see just how 
much of his purchase allowance remains to be spent, and, by com- 
bining these detailed purchase records with an intelligent use of 
his copies of the orders given, he has a simple and accurate control 
of all his buying. At the same time, it enables the office, together 
with departmental transfer figures and the estimated cost of sales 
figure, to compile a weekly stock figure for each department. Need- 
less to say that this is of great benefit to the management in store 
control. 
Stock LEDGER 


Transfers — 
ur- 


from at 
Cost. 


Pur- Transfers 


chases. to at Cost. chase 


Figure. 


Less 
Esti- 
mated 
Cost of 
Sales. 


Stock. 


Stock at commencement, plus total purchases, less cost of goods 
sold, gives the estimated stock on hand at cost. 

Balancing Departmental Dissection Cards.—It is our practice to 
take out a weekly balance of the departmental purchase cards. This 
balance gives the summary of the weekly purchases, as well as the 
total for the month. The operator’s first balance will only require 
one total column, there being no progressive totals for previous 
periods. The departments are simply listed numerically, and the 
set-up is as shown in Figure 10. 


DEPARTMENTAL DISSECTION BALANCE 
30th June, 1937 
CoLLINGWooD 





Dept. 30.6. 23.6.37 30.6.37 
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Total of Columns (4) and (5) must agree with the total of Column (3). 
Column (3) will also check with the total of the Control Card to Date. 


Figure 10—Werrekty BALANCE oF DEPARTMENTAL Dissection Carbs 


Having thus obtained a weekly purchase figure for each separate 
department and a total for each store and finally the monthly pur- 
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chases for each department and store, we are thus able to compile 
the trading accounts, and, with sales and stock figures, can deter- 
mine the gross profit for all departments as well as for all stores, 


Tue Pay VouCcHER LEDGER 


The third of our headings brings us to the treatment of the 
creditors’ ledger accounts, and here, as before, it is owing to the 
necessity for a smooth daily routine, consistent with the growth 
in retail merchandising, that the purchase ledger should be posted 
daily and kept as up to date as possible, so that the accounts will 
disclose the progress of buying and expenditure, as well as the 
liabilities which accrue. 

Just as most sales ledgers are usually posted from day to day, 
so the purchases or creditors’ ledgers should be kept. 

A comparatively recent development in the compilation of pur- 
chase records is the pay voucher or remittance advice system. 
Briefly, this is a ledger which has as its foundation the creation ofa 
statement or voucher, upon which ultimate payment is to be made; 
and, instead of paying on the creditors’ statements at the end of 
the month, vouchers are agreed with the statements, and cheques 
are made out to balance the pay voucher. 

It seems quite the usual practice for most people to pay accounts 
on a series of ticks on the monthly statement, rather than on some 
definite debit and credit record such as the pay voucher plan allows. 

Another advantage of the pay voucher plan is the segregation 
of each month’s accounts for credit terms, enabling the _back- 
dated and forward-dated accounts and accounts for special pay- 
ment and prompt settlement to be entered on separate vouchers 
opened for the supplier, according to the month in which settle 
ment is due. 

The pay voucher system is simply that of obtaining the pur- 
chase ledger account for each period in duplicate form, using the 
top copy as a remittance advice accompanying the cheque drawn in 
settlement of the account, at the same time requesting the supplier 
to forward duplicate invoices of any outstanding amounts. 

Stock and Expense Ledgers.—As I mentioned earlier, two sepa- 
rate creditors’ ledgers are kept, one the departmental or stock pay 
voucher ledger, and the other the expense pay voucher ledger, 
having a separate control for each, and a separate monthly balance, 
the total of the two controls showing at any time the total balance 
due to outside creditors. 

Pay Vouchers—lIn our case different coloured pay vouchers 
are used: 

White signifies an expense account. 

Green is used for special payments and weekly departmental 
accounts. 

Buff for monthly departmental accounts. 


The different coloured forms enable the machine operator imme- 
diately to detect a pay voucher which may have been placed in the 
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wrong ledger—departmental instead of expense—or vice versa, 
thus eliminating any trouble with the separate balancing of the 
departmental and expense ledgers. 

The full name and address of the supplier being typed on the 
youcher is a saving of time when mailing cheques, as a window- 
face envelope can be used. 

The ruling of the pay voucher is very simple—similar to that of 
any ledger account with a balance column. 

Posting to Pay Vouchers 


FOY & GIBSON Pry. LTD. 
“cor SMITH STREET, COLLINGWOOD, NS 


We enclose with this Statement our Cheque in full settlement of the charges set out Cheque No. 
below less any deductions shown. If this payment is not correct please nonly us with 

fall particulars: If you have an — against ws of an older date, please se: 22 b 
duplicate invoice | MEDIATELY, with our ORDER NUMBER clearly stated If “ 9 

you accept this cheque please send officiel receipt by return of mail 


TEL. 34181 





In A/c with 

WENRY LAWSON PTY, LTD, iat anunt 
MONTH 420A SPENCER STREET discoun pod 
JAN 1936 MELBOURNE C,.1 = ae 
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Figure 11—Pay Voucuer (Remittance Advice) 


Posting Invoices—Immediately the departmental invoices are 
posted to the departmental dissection cards, the invoices are sorted 
into alphabetical order for posting to the pay vouchers in the de- 
partmental pay voucher ledger. 

The operator must watch carefully the date of the invoices, as 
this usually determines the selection of the pay voucher. 

In the date column is typed the date under which the batch of 
invoices is posted, and in the reference column the number already 
placed on the invoice by the machine operator when posting the 
same invoice to the dissection card. 

In the particulars column is given the departmental number, 
together with the actual date of the invoice for purposes of check- 
ing with the supplier’s statement. (See Figure 11.) 

Postings completed and proved with the total of the dissection 
card postings, the total is entered in the debit column of the invoice 
control for the current month. 
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Posting Pro Forma Credits—The same procedure is neces. 
sary for posting credit claims—alphabetical sorting, and then a 
for invoice posting, except that the reference number on the pay 
voucher being the number of the credit claim preceded by the 
letter “C,” and the amount shown in the deductions column. 

Credit postings completed, the accumulated total is checked 
with the dissection card total, and cleared to the credit column oj 
the invoice control for the current month. 

Contra Accounts.—It is generally the case that some accounts 
have to be off-set against each other in both the purchase and 
sales ledgers. Journal entries are necessary for these amounts, 
and the usual rules for journal entries and ledger postings apply. 

Controls——As I mentioned earlier, separate controls are kept for 
the expense and departmental pay voucher ledgers, and in addi- 
tion to there being a master control for each ledger, there is an 
invoice control for invoices and credits, and a cash control for cash 
payments. 

All the debit and credit postings to the pay vouchers being com- 
plete for the month, pay vouchers can now be agreed with sup 
pliers’ statements, and, when balanced, cheques made out to agree 
with the pay voucher balance. 

Reconciliation of Incoming Statements with Pay Vouchers and 
Payment of Accounts——After the end of the current month, when 
statements are received from suppliers, they are, of course, sorted 
alphabetically, and compared with the pay vouchers in the posting 
tray. If the balances agree, the discount can be decided and 
deducted and marked on top copy (remember, a pay voucher ledger 
is always kept in duplicate, and each voucher is perforated on the 
left-hand side) of the pay voucher, showing the net amount to be 
paid, it being the amount for which the cheque will be drawn. The 
person in charge of this section of the work should initial the top 
pay voucher when checked with the statement, detach, and hand 
pay voucher and supplier’s statement to the accountant for official 
comparison, and, once initialled by him, a cheque can be drawn. 
Where differences occur, outstanding invoices or credits are 
noted, and missing documents can be applied for. 

On no account must reconciliation between pay voucher and 
statement be left till the monthly pay-day approaches. Immediately 
a pay voucher is reconciled with a statement, a cheque can be 
drawn post-dated : this has the effect of doing away with the rush 
of work on pay-day. 

If the amount of the cheque and discount does not square the 
pay voucher, any further entries or adjustments to come are noted 
on the duplicate of the pay voucher for the operator’s guidance in 
selecting the pay voucher for posting. 

The top copy of the pay voucher is torn off, being used in the 
form of a cheque requisition for the drawing of the cheque, and 
when cheques are made out they are forwarded with correspon¢- 
ing pay voucher to the supplier. 

So that you see, instead of paying on the supplier’s statements, 
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we pay the supplier the balance shown on our own pay voucher, 
that being the total amount due for goods purchased by all depart- 
ments from the particular supplier. 

On receipt of our cheque and pay voucher, showing the amounts 
we are paying, the supplier should attach his official receipt to the 
pay voucher and return. 

When drawing cheques the pay voucher is numbered (in the 
allotted space) with the number of the cheque accompanying it. 
The receipted pay voucher can then be sorted and filed according 
to the numerical sequence in which the cheques were drawn, and, 
therefore, becomes in itself the cash book voucher. 

Cheques.—Just a word about cheque-writing. As cheques are 
written from the pay vouchers, the different coloured forms assist 
in the entering of the cheques in their respective columns in the 
cash book—the white form being immediately recognised as an 
expense account, is entered into the expense column of the cash 
book, and all other colours being departmental or stock accounts, 
are entered in the departmental column accordingly. 

No doubt you are all familiar with the method of cheque-writ- 
ing, where, by means of carbon paper, the cheque and the cash book 
are written at the same time. In our case we use a four-column 
sheet, an expense column, a column for the actual payment, i.e., 
the amount of the cheque, a discount column, and a stock or 
departmental column. 


Cash Payments 

Posting.—It only remains now for the cash payments to be 
posted to the pay vouchers. The top copy having been used as a 
cheque requisition and remittance advice to be forwarded with the 
cheque, all cash will be posted to the duplicate pay vouchers. 

Care must be taken in the selection of the pay voucher. All cash 
posted must square off accounts, unless the reason is noted on the 
pay voucher for reference. When posting cash, the reference used 
will be the number of the cash book page, and the only particulars 
necessary are the word “Cheque.” 

As the departmental and expense columns are already added in 
the cash book, when the postings are complete the total is agreed 
with the cash book figures and cleared to the cash payments control. 

Current and Back-dated Pay Voucher Ledger—A new set of 
pay vouchers being used to commence each month, we find that both 
the current and back-dated ledgers can be used at the same time: 
as the monthly cheques are made out post-dated in the cash book 
well before the end of the month, the operator can commence 
posting these as soon as a batch of cheques has been entered in the 
cash book, thus saving time at the end of the month. 

Transfers——Transfer entries from one pay voucher to another 
are usually made on a special audit sheet, showing the debit to one 
account and the credit to another. 

Trial Balance-—At the end of each month for both departmental 
and expense ledgers separately, a trial balance is taken, showing 






152 THE AUSTRALIAN ACCOUNTANT SEPT. 
the total balances outstanding for each ledger. This is simply a list 
of the balances as shown on each separate pay voucher, the total of 
which list must, of course, agree with the balance shown by the 
master control. 

It might so happen that two accounts would appear in the one 
ledger for the same supplier, but that is simply the segregation of 
the forward dated accounts. The balance is taken out in the usual 
form: 

Name of account and amount of balance. 

After this list has been taken out by the machine operator, it can 
be used by the purchase ledger clerk or accountant to bring under 
notice any old accounts still outstanding, and any debit balances or 
any accounts which call for special attention. 

Monthly Reconciliation.—This is made out for the departmental 
pay voucher ledger at the end of the month, on one of the pay 
voucher forms, showing: 

Balance at end of previous month, entered in the debit 
column; total of all the controls in their respective 
columns, according to whether they are debits or credits, 
the final balance being the balance outstanding to date, 
which is cleared into the balance column. 

The listed balance of the pay vouchers must, of course, balance 
with these reconciliations. 

Filing the Invoices.—Quite an important part of any accounting 
system is the filing of the records and accounts supporting that 
system. Very often too little attention is paid to this matter, and 
when it becomes necessary to refer to previous invoices or receipts, 
they cannot be found. 

Supporting the system and accounts which I have endeavoured to 
explain, we use a vertical filing cabinet, with a manila folder for 
each department. The folders are kept in order of the depart- 
mental numbers, and when the invoices are posted and properly 
ticked off on the Goods Inwards Register, they are stamped with 
the word “Posted,” for which a large rubber stamp is used, and 
filed in their respective folders. As it is necessary to post the 
invoices first to the departmental card and then to the pay voucher 
of the supplier, the practice is adopted of not placing the rubber 
stamp on the invoice until both posting operations have been 
completed. 

The invoices are now ready for filing and are filed according to 
the numerical reference number placed on the invoices by the 
machine operator, i.e., departmentally, and not according to the 
supplier’s account. When the clerk whose duty it is to file these 
invoices in the departmental files is placing each invoice in posi- 
tion, care should be taken to see that the invoices follow in order of 
the departmental progressive reference number in each file. 

Attention should be paid to this work, so that errors made by 
the operator when posting, such as debiting invoices to the wrong 
department, will be quickly discovered. The filing clerk sliould 
always work from the departmental number first placed on the 
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invoice by the Receiving Room clerk, and not from the number 
given by the operator who makes the posting. These folders are 
cleared monthly, and the invoices are filed permanently in book 
form in the same order. 

Filing Receipts—tThe receipted pay vouchers being returned 
from the supplier, it is necessary that they be filed, as they repre- 
sent the cash book vouchers. 

Each pay voucher is numbered consecutively with the correspond- 
ing number of the cheque accompanying it, so that the filing of 
receipts according to the order in which the cheques are drawn in 
the cash book is a simple matter. 

It is our practice to have all cheques returned by the bank after 
payment, and these, too, are filed with the receipted pay vouchers. 

Filing Duplicate Pay Vouchers—As the pay vouchers are 
squared off each month, the carbon copies are taken from the ledger 
tray and filed in separate folders kept for each supplier. 

The top copy has been detached and used as the remittance 
advice. 

These duplicate vouchers, when filed, therefore, give a complete 
and continuous record of each supplier’s account. 


The Growth of Fixed and Flexible 
Trusts in England 
By T. P. D. BeicGuTon, m.a. (Oxon), A.c.a. 





Now that Fixed Trusts are beginning to become popular in 
Australia, it is perhaps an opportune moment to examine the 
reasons for their amazing growth in England during the last few 
years. It was stated in the Report of the Board of Trade 
Committee on Fixed Trusts that in the five years up to the middle 
of 1936, 67 Fixed and Flexible Trusts had been established in 
England, and about £50,000,000 sterling had been invested in 
them. 

An article in the Economist of April 17, 1937, stated that it 
was estimated that over £71,000,000 had been invested up to that 
date in 72 Unit Trusts, of which 51 were Fixed, and 21 Flexible 
Trusts. 

Fixep Trusts 

The Board of Trade Committee coined the expression “Unit 
Trusts” to cover both Fixed and Flexible Trusts, as the growth 
of Flexible Trusts made the name “Fixed Trusts,” to cover both 
types, misleading. The earliest form of Unit Trust was the 
Fixed Trust. This was usually started by the purchase of a 
block of Stock Exchange securities by the promoters, who became 
the managers, and these securities were deposited with trustees 
to be held under the terms of a trust deed. This block con- 
stituted the “unit,” and generally speaking the securities making 
up the unit could not be varied, except under exceptional circum- 
stances, such as non-payment of dividends. 
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The block of securities was divided into “sub-units” and the 
public was invited to subscribe for them after their number had 
been adjusted so that the approximate price of each sub-unit was 
£1 or other convenient denomination after the original price 
of the securities had been loaded with the following charges :— 

(a) Stamp duty and broker’s commission on the purchase of 
the underlying securities. 

(b) An allowance for accrued dividends on the existing 
underlying securities, so that all sub-unit holders should 
receive an equal distribution of dividends. 

(c) A fixed percentage service charge designed to cover, 
wholly or in part, the management expenses for the 
period of the trust. 

(d) An addition to the cost to bring the price of the sub- 
unit to the nearest 3d. above the actual price. 


These various charges apparently amount in some instances to 
as much as 124 per cent. of the price of the sub-unit. The market 
value of these sub-units is quoted daily in the newspapers, based 
on the buying prices of the underlying securities for the previous 
day. A buying-back price is also quoted, usually about 1/- per 
sub-unit less. 

A Fixed Trust is increased by the Managers buying further 
blocks of certain specified securities, identical with the original 
units, and lodging them with the trustees. 

The idea of the Fixed Trust came originally from America, 
where they became popular after the slump in security prices in 
1929. As the portfolios of the American Fixed Trusts contained 
many shares in railroads and public utilities which passed their 
dividends during the depression, and as under such circumstances 
the shares had to be sold in accordance with the Trust Deeds, 
many of the Trusts were liquidated at heavy loss. Care has been 
taken, in the best types of Fixed Trusts, not to run a similar risk 
of crippling them in time of depression by avoiding clauses in 
the Trust Deed which would force the Managers to sell a non- 
dividend paying stock on a falling market. 


FLEXIBLE TRUSTS 

The “Flexible Trust” was evolved to avoid the risk of any such 
forced liquidation, and to give Managers wider powers to alter 
the portfolios of investments, within certain limits, if considered 
expedient. 

To start a “Flexible Trust” the Managers purchase securities 
which they deposit with the Trustees. The Trustees issue @ 
number of units, costing approximately £1 or other convenient 
denomination per unit after expenses have been added, and these 
are offered for sale to the public. 

Subject to the Trust Deed the Managers of a Flexible Trust 
have power to sell the securities, against which units have been 
issued, and re-invest the proceeds as they consider advisable. 
They may also invest the proceeds of fresh units sold in new 
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securities which, within the limits of the Trust Deed, may be 
entirely different from the original securities of the Trust. 

Thus, while the holder of a sub-unit in the Fixed Trust knows 
exactly in what investments he is interested, the holder of a unit 
in a Flexible Trust can have no such knowledge, as the portfolio 
may constantly be changing, although half-yearly lists of invest- 
ments held are usually circulated. 

There are two distinct methods of operating Flexible Trusts— 
the “Appropriation” and the “Cash Fund” methods, 

Under the Appropriation method, the Managers create further 
units, after the first, by appropriating new securities for the Fund, 
proportionate in value to the existing value of the first units. 

The advantages claimed for this method are— 


(1) That the unit holders obtain an immediate interest in 
securities. 

(2) That it avoids an accumulation of cash. 

(3) That as new securities are taken into the Fund at current 
prices there is no chance of security prices rising before 
the Managers can purchase them. 

(4) That it is sometimes wise to have an outside reservoir 
of underlying securities if they do not enjoy a wide 
market. 


Under the “Cash Fund” method the net cash proceeds of the 
initial units are handed over to the Trustees, the Managers acting 
solely as Agents. 

The main advantage claimed for this method is that it does 
not afford any opportunity for the Managers themselves to hold 
securities on hand, purchased at lower prices, and for them to 
sell the securities to the Trust at the increased market value, so 
making undisclosed profits. 

Irrespective of which basis of operation is the better, the main 
essential in any type of Unit Trust is to have scrupulous and 
efficient Managers. 

Generally speaking, the investments of most Unit Trusts are 
spread over the equity shares in the main British industrial con- 
cerns in order to spread the risks as much as possible, but a 
perusal of the lists of existing Unit Trusts shows that some 
Trusts have been formed to hold shares solely or primarily in 
one or other of the following kinds of investment :— 


Aviation Companies. 
Banks. 

Breweries. 

Electrical Industries. 
Foreign Bonds. 

Gilt-edged Stocks. 

Gold Producing Companies. 
Insurance Companies. 
Metals and Minerals. 

Oil Companies. 
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Rubber and Tin Companies. 
Transport Companies. 


Two Unit Trusts have also been formed to hold the shares of 
Investment Trust Companies. These are probably the Trusts 
which were referred to in the Australian Press as “Trusts of 
Trusts,” as no Trusts have been formed to hold units or sub- 
units in other unit trusts, as this would only result in duplicating 
management expenses without corresponding advantages. 


CAuSES OF Rapip GrowTH oF UNIT TRUSTS 


During the last seven years over £71,000,000 has been invested 
in British Unit Trusts, and it is interesting to examine the causes 
for such rapid growth. 

It is claimed that the Unit Trust gives the small investor an 
opportunity of obtaining an interest in the shares of a number 
of companies, and so enables him to spread his risk in a manner 
which it would be impossible for him to do otherwise. 

A similar result is obtained by investing in an old-established 
successful Investment Trust Company, with the added advantage 
that the management has proved over a course of years that it 
has been able to withstand slumps and depressions. Unfortunately, 
the shares of most of such companies are of large denomination 
and stand at considerable premiums, and are therefore unsuitable 
investments for the small investor. 

Moreover, an investor can buy the sub-unit of a Fixed Trust at 
the market value of the underlying securities plus charges, so 
long as the Trust is “Open,” while the shares of an Investment 
Trust Company are usually closely held and often not available 
for purchase. 

In addition many of the items in the portfolios of an Invest- 
ment Trust Company may be unknown to the intending investor, 
while Fixed Trusts usually keep to the better-known shares. 

The Unit Trust, therefore, and in particular the Fixed Trust, 
provided it is not compelled under the Trust Deed to sell the 
underlying securities under disadvantageous conditions—which 
was a weakness with the American Trusts—would appear to offer 
certain advantages to the small investor which he cannot find else- 
where, assuming that he has confidence in the honesty and ability 
of the management. 

To Flexible Trusts the same advantages apply, with the very 
definite exception that the investor cannot know what securities 
underlie his unit, and the success of the Trust depends to a 
much greater extent on the ability of the Managers to change 
the securities at the psychological time. 

The advantage of making only one payment, receiving a single 
certificate and a single income distribution warrant, probably 
carries a lot of weight with a number of investors, but this is 
also obtained by investment in the shares of an Investment Trust 
Company. 

The fact that while a Unit Trust is “Open” the Managers 
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undertake at any time to buy back units and sub-units at approxi- 
mately 1/- less than the value of the underlying securities prob- 
ably makes a strong appeal to the small investar. 

The last few years have seen a strong upward movement in the 
market price of securities, and purchasers of the sub-units of 
earlier Unit Trusts have had the benefit of this rise. No doubt 
many of their friends have invested in the later Unit Trusts in 
the hope of being equally fortunate in their investment. 

There is also no doubt that a lot of the success of the Unit 
Trust Movement is due to clever salesmanship and advertising 
by the Managers. The Board of Trade Committee estimated 
that at least £250,000 had been spent on advertising, which has 
not been subject to the restrictions to which offers of shares for 
sale are subject under the Companies Act. 


WEAKNESSES 


Owing to the fact that Unit Trusts are free from many of the 
restraints imposed by the Companies Act, investors may easily 
be misled into believing that they have much more protection 
than is really the case. 

In particular a number of investors have probably believed 
from the words “Capital and Income Assured” appearing in close 
conjunction with the name of a well-known bank, as trustee, on 
some of the earlier advertisements, that the bank, for all intents 
and purposes, guarantees a definite yield, and that the capital 
will be returned intact. It is of interest to note that in more 
recent advertisements the Trustees are often described as “Cus- 
todian Trustees.” 

It is the practice of many Unit Trusts to distribute to the unit 
holders the proceeds of the sale of rights or bonuses as part of 
the cash dividends. In advertisements laying stress on past 
yields, often no distinction has been made between these distribu- 
tions of capital and the earned dividends with which they have 
been included. It is probable that a number of investors have 
not realised that part of their capital has already been returned 
to them in the farm of dividends. 

Managers act in the dual capacity of confidential agents of the 
unit holders and principals who may make considerable trading 
profits by buying the underlying securities at lower prices than 
those on which the unit price is based. The possibility of making 
such undisclosed profits seems incompatible with the statement 
that the whole cost of management is the single percentage charge 
included in the price of the unit. 

Doubt has been expressed as to whether, on a falling market, 
a Management Company with small financial resources would be 
able to buy back its units in accordance with its undertaking, as 
any lapse of time between so doing and selling the underlying 
securities might involve the Managers in heavy losses. In this 
connection it is interesting to note that apparently over half of 
the twenty-five Management Companies only have a capital of 
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£20,000 or less, although the average Unit Trust has sold units 
to the value of approximately £1,000,000. 

Some critics consider that at a time of uncertainty on the 
Stock Exchange a number of unit-holders would sell their hold- 
ings back to the Managers in panic, and the resultant forced 
sale of the underlying securities would tend to disorganise a weak 
market. 

From enquiries made by the Unit Trust Association, whose 
membership includes all the Management Groups except two, it 
would appear that this was not the case at the time of the recent 
slump in market values after the original National Defence 
Contribution Scheme had been proposed in the Budget Speech, 
During the six weeks of falling prices, underlying securities to 
the value of £625,000 are said to have been purchased by Unit 
Trusts, and only £90,000 worth sold. This would indicate that 
Unit Trust investors may have a more stabilising effect on market 
prices than many people imagine. 

Neither the unit-holder nor the trustees generally speaking have 
any voting powers in the Companies whose shares constitute the 
portfolio, and these powers are controlled by the Managers who 
have no beneficial interest in the securities. 

As Unit Trusts have mainly confined their purchases to market 
leaders, there may be eventually a concentration of power over 
certain companies in the hands of an Association of Managers of 
Unit Trusts which may not be to the advantage of the companies 
concerned. 

In addition, with Flexible Trusts, there is a possibility that if 
holders started selling heavily, Managers would be forced to sell 
the best and most marketable shares in the portfolio, thus leaving 
the unit holders who did not sell with the worst shares as security 
for their units. 


RECOMMENDATIONS OF BOARD OF TRADE COMMITTEE 


The Board of Trade Committee came to the conclusion that 
the Unit Trust, if properly conducted, offered the small investor 
facilities which were not previously open to him, for acquiring a 
particular type of investment, and that the movement should 
therefore be controlled but not prohibited. 

Thirty-five separate recommendations were made by the Com- 
mittee, the main effect being to put Unit Trusts under similar 
control to that to which Companies were subject. The most 
important recommendations were :— 

(1) Every Unit Trust should be registered. 

(2) Copies of Trust Deeds and other documents should be 
filed with the Registrar for public inspection. 

(3) £20,000 should be deposited as security with the Board 
of Trade for each Unit Trust. 

(4) Full Trust accounts and accounts of Management Com- 
panies should be filed for public inspection, showing 
Unit and sub-unit dealings for each Trust. 
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(5) No Corporation or interested party should be Auditor, 
and the appointment of Auditor should be subject to the 
approval of the Trustee. 

(6) Unit and sub-unit holders should have power to remove 
or appoint Trustees, Managers and Auditors. 

(7) Income distribution warrants should distinguish between 
income and capital. 


(8) Managers should not have power to indemnify them- 
selves against liability for negligence, default, or breach 
of trust. 

(9) All advertisements should be regarded as offers for 
sale and should be illegal unless they included all the 
information which would be required to be filed with 
the Registrar (relating to Management and Trustee 
Companies, costs of management, re-purchase of units, 
income and yield, etc.). The only exceptions were to 
be circulars and advertisements which merely called the 
public’s attention to the existence of a Trust. 


(10) That only Companies of definite financial standing 
should be Trustees. 


(11) A Reserve should be created for future Management 
Expenses out of the initial loading charge, and should 
be deposited with the Trustees. 


In addition, the Committee drafted various specimen forms of 
account which would give the minimum information to which in 
their opinion Unit holders were entitled. 


GENERAL CONCLUSIONS 


The Board of Trade Committee made a number of suggestions 
which would undoubtedly strengthen the position of the unit and 
sub-unit holders. But in July, 1936, when their report was 
issued, Flexible Trusts were just beginning to come into vogue, 
and it is probable that if the Committee were to sit to-day, they 
would add a number of additional recommendations to deal with 
this newer type of Unit Trust. That is possibly why the Govern- 
ment has not yet produced a Unit Trusts Bill, which is said to 
be in course of preparation. 

Although the earlier Fixed Trusts were mainly very successful, 
owing to the favourable time at which they were started, it is 
not so certain that Flexible Trusts, which is the form of all the 
Unit Trusts started during the last year, are likely to be so 
popular. 

The latest movement is towards converting Fixed Trusts into 
ordinary Investment Trust Companies. The sub-unit holders of 
two Fixed Trusts have already agreed to this change, and it 
seems more than probable that they will be the forerunners of a 
number of similar conversions. 
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Broadly speaking, the Unit Trust Movement seems to have 
fulfilled a want, but it is possible that it has already passed the 
height of its popularity in England. Many people consider that 
the small investor would not be so enthusiastic about Unit Trusts 
if he had experienced a really severe fall in the market value 
of equity shares. 
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